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The Dual Function of Overseas 

Banking 

IN two separate capacities the Amer- 
ican overseas banker serves his 
American client. 

In the first, he attends to the ordinary 
financial requirements of his client's com- 
mercial transactions. To him the client 
is a trader, a merchant in the world's 
markets demanding assistance in the col- 
lection of his outstandings. The banker 
is the buyer and collector of his bills of 
exchange, the provider of the credit in- 
formation he needs and his mentor in 
the intricacies of foreign financing. 

In the second capacity, the banker pre- 
sents to his client, for inspection and pur- 
chase, securities of foreign origin ; to him 
the client is an investor seeking safe em- 
ployment for his surplus liquid capital. 

In both capacities the banker is the in- 
termediary whereby the products and cap- 
ital of the nation will find their overseas 
markets. One is as important as the 
other and both demand the fullest atten- 
tion from a people that would attain 
preeminence among the trading nations 
of the world. 
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William Fuelling, Jr., of the Foreign De- 
partment of the same institution, for their 
helpful suggestions in connection with the 
manuscript. 
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Credit as a Factor in Foreign Trade 

IN financing his export shipments, the 
manufacturer is confronted by the neces- 
sity of extending credit to his customers 
overseas. He cannot hope to establish a trade 
of any consequence if he adheres strictly to 
the cSsh transactions to which he has be- 
come accustomed in domestic trade. Fur- 
theraiore, the credits which he will be called 
upon to extend will generally be for periods 
of time considerably longer than he has ex- 
tended in dealing with customers at home. 
The reasons for this are briefly as follows: 

First, a great many of the importing coun- 
tries have not sufficient liquid capital to be 
able to conduct their trade on a cash basis. 
The country just entering 

upon the first stage of its com- ^^f^^^^« Credits 

. I J 1^1. •. A^^ Longer than 
mercial development has its jDof^^fic 

wealth invested in agricul- 
tural enterprises, and these yield return, not 
at rapidly recurring intervals, as in indus- 
trial lines, but at seasonal periods far apart. 
The merchant sells to the planter on credit, 
payment being deferred until the planter can 
realize upon his harvest; and the merchant, 
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in turn^ is compelled to ask credit on his own 
account for an equal period of time or 
longer. If local banking facilities are inade- 
quate and liquid capital scarce, as is always 
the case in commercially undeveloped coun- 
tries, the burden of financing the importer 
will be thrown upon the country exporting 
the merchandise. 

The time consumed in placing shipments 
abroad, especially shipments destined for 
South American or Oriental ports, is a second 
factor in the demand for credit by foreign 
importers. While the merchant in San Fran- 
cisco can replace his stock of goods from 
New York within six days, the merchant in 
Buenos Aires must wait almost thirty, and 
this means that he must carry a larger stock 
of goods, necessitating, in turn, a consider- 
able investment of capital. Since he him- 
self, whether wholesaler or retailer, does 
business in his own country largely on credit, 
it would be manifestly impossible for him 
to pay cash for his merchandise, and so he 
demands time for payment equal, at least, to 
the period in which he can turn over his 
stock of goods. Even so, he is out of pocket 
for awhile, because, on receiving his ship- 
ment, he must disburse a very respectable 
sum for landing and import duties. 

A third factor in the demand for credit is 
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the seasonal fluctuations of exchange to which 
some countries are subject If his account 
falls due when exchange is high, the importer 
may be impelled to ask an extension of the 
time of payment. Otherwise he would be un- 
able to settle without incurring a heavy loss. 
European merchants, either directly or 
through the medium of export houses, have 
satisfied the demands of the poorer countries 
for extended credit and 
have, as a consequence, es- S^^'L^'^^^/^JS, 

, , . - J ^- - n % Versus Uur Lasn roltcy 

tablished themselves firmly 
in these markets. The American merchant, 
however, has not shown the same disposition 
to grant credit facilities, but has demanded 
cash with the order or upon shipment of the 
merchandise. This policy has met with dis- 
favor in foreign markets, as the following 
statement by a Belgian importer will show: 

I send cash with order as demanded. Owing 
to pressure of business, the goods are sometimes 
delayed six or nine months. When they arrive, 
I find there has been some error in the assort- 
ment and packing, occasioning a further delay 
of perhaps two or three months. In the mean- 
time, I have lost the interest on my money, and, 
in some cases, the contract for the fulfilling of 
which the order was given. It does not seem 
fair that I should bear all the loss, and that the 
manufacturer should, with impunity, deliver my 
goods as he sees fit. 
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A tabulation of the terms of sale contained 
in 220 catalogs received from American 
manufacturers by the consular office at 
Malaga, Spain, showed a demand for cash 
by 85 per cent., while the best terms offered 
by the remaining 15 per cent, were delivery 
of shipping documents against acceptance of 
drafts at 30 to 90 days' sight. Of 630 let- 
ters received by the same office from Ameri- 
can exporters seeking a field in the district, 
only one contained a request for information 
as to credit usages; the remainder desired 
full details as to the openings and possibili- 
ties for new goods, competition to be met, 
market demands, results likely to be obtained 
from local advertising or local agencies, cus- 
toms regulations and tariffs, but left out of 
account altogether the matter of credits, evi- 
dently taking it for granted that the local 
trade would adapt itself willingly to the 
American usage. 

In contradistinction to our rigid cash pol- 
icy are the liberal credits of the European 
merchants covering periods of from three 
months to a year. Germany is the most le- 
nient, especially in the South American field ; 
England, though granting credit in trade 
with her colonies, is elsewhere inclined to 
be more exacting than Germany. French, 
Italian and Austrian merchants likewise con- 
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duct their foreign trade almost wholly upon 
a credit basis. In placing his orders the for- 
eign importer has been influenced not only 
by price and quality but also by credit fa- 
cilities, and it is not surprising that the at- 
tempts of the American exporter to extend 
his trade on a strictly cash basis have been 
unfavorably received. 

The benefits of the credit facilities granted 
by European exporters, however, are par- 
tially offset by a larger margin of profit than 
that expected by American houses, and by 
commissions, interest charges and other items 
which the Americans do not assess. In the 
end the cost to the importer is probably no 
less than if he were to pay cash for his ship- 
ment, but the oflFer of credit is an alluring 
bait that invariably tempts the importer, be 
he lacking in capital or well able to pay for 
his purchases in cash. 

The failure of the American merchant to 
grant credit has been due partly to the fact 
that he has been so occupied with home trade 
that there has been little incen- 
tive to make a bid for business in ^^ ^^j^T 

- . , ^ ^11. Reused Creatt 

foreign markets, partly because, 
unaccustomed to long credits at home, he 
looks with suspicion upon those asking them 
abroad, and partly because there has ex- 
isted in the United States no adequate means 
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for relieving the merchant of the burden of 
financing his shipments, such as the system 
of bank acceptances and the open discount 
market prevailing in Europe. Unwillingness 
or inability to bear the whole financial bur- 
den himself has kept the manufacturer from 
fields that he otherwise might have entered. 
Added to this has been the difficulty of se- 
curing credit information, but this obstacle, 
thanks to the energetic efforts of various 
agencies, is rapidly being eliminated. 

In previous units of the Course, emphasis 
has been laid upon the value of personal 
contact with foreign customers in furthering 

trade relations. To the exporter 

How Banks planning an extensive selling 

Assist in Foreign ^ . ^ . - . ^ . ^ 

Credit Inquiries campaign in foreign countries 

the best advice that can be given 
regarding credit information is to go to the 
countries and secure it for himself, or, in 
lieu of this, to send representatives of the 
highest standing, familiar with the language 
and customs of the people with whom he is 
to deal. Nothing can quite equal the effi- 
ciency of personal contact; especially is this 
true in Latin- America, where custom and the 
peculiar sensitiveness of the people accord a 
frigid reception to requests for a statement of 
assets and liabilities — a commercial custom 
which, in this country, is regarded as per- 
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fectly justifiable. But once having met your 
man face to face and established yourself in 
his confidence and regard, it is a compara- 
tively easy matter to obtain all the necessary 
information about his business. 

Personal representation being unfeasible 
or impossible, the exporter should apply to 
his own bank, especially if the latter has ex- 
tensive relations with the country in ques- 
tion. A well-equipped foreign department 
of a commercial bank will have in its credit 
files reports on many of the leading houses 
abroad, and even if it has not the desired 
data, it is best to let the bank obtain the in- 
formation, for an inquiry by a bank will re- 
ceive more careful attention than an inquiry 
by an individual or firm. 

If it does not suit the exporter, however, 
to use his bank, he may have recourse to the 
great mercantile agencies that have extended 
their operations to foreign 
countries. He may apply to ^^ Other Agencies 

•^1- ^ ^1. x_ Asstst m Foreign 

either of the two non-mercan- Credit Inquiries 

tile organizations — the Na- 
tional Association of Manufacturers and the 
Philadelphia Commercial Museum — or he 
may obtain some information through for- 
eign banks in New York City or through 
foreign branches of American banks. The 
American Express Company has established 
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a credit information service which promises 
to be most complete. In Italy, trustworthy 
information may be obtained from the Cham- 
bers of Commerce in the various cities, for 
every reliable merchant must be registered 
with his Chamber, and since he pays taxes 
proportional to the amount of his business, 
a good indication is afforded as to his re- 
sponsibility. 

• The American Chamber of Commerce for 
the Levant, with headquarters at Constanti- 
nople, will supply information about firms 
in the Near East. This organization expects, 
in the near future, to establish an office in 
New York, where all information of the 
Constantinople office will be duplicated, so 
that the inquiring exporter may apply di- 
rectly to it without having to await an inter- 
change of mails. 

Information gleaned through the medium 
of either the mercantile or non-mercantile 
organizations, though accurate enough, is 
likely to be altogether too meager and un- 
satisfactory for the purposes for which it is 
intended. With regard to the aid rendered 
by the foreign departments of American 
banks and by the foreign banks in New York 
City, it should be noted that such institutions 
do not act as credit inquiry offices and should 
not be applied to for information unless the 
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inquirer intends to make use of their services 
in the transactions concerned. In the event 
of the preceding sources failing him, the 
shipper may have recourse to foreign banks 
doing business in the territory where the cus- 
tomer is located or to foreign manufacturers 
engaged in business with the customer. 

Having secured his information through 
one or several of the foregoing mediums, the 
exporter is next confronted by the problem 
of judging his risk from the . r d' P' t 

data received. The report, ^ ^^ ^ 

to be truly serviceable, should contain a 
sketch of the past activities of the customer, 
and should include data as to his business 
ability, capital, assets and liabilities, insur- 
ance on merchandise, annual turnover, and 
his reputation in the community for prompt 
settlement of his obligations. An important 
consideration is whether the customer is ask- 
ing credit in proportion to or in excess of 
his annual turnover. 

Besides complete data on the above points, 
the exporter must be familiar with the so- 
cial and commercial conditions of the local- 
ity in which he is dealing; he must know 
the people, their character and their general 
commercial reputation. With such a back- 
ground he will be able to weigh properlyj^-: 
each item of information in his credit re- 
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port. If he is dealing with Latin- America^ 
for example, he will attach less importance 
to the question of capital than to the question 
of moral standing, not, as is often errone- 
ously stated, because the commercial honor 
of the La tin- Americans is higher than else- 
where, but because in all sparsely settled 
countries the merchant who does not meet 
his obligations dies a swift commercial death. 
He cannot fail fraudulently, disappear, and 
blossom forth again in another community, 
as he might do in the United States, because 
the population is not large enough nor mo- 
bile enough to permit of such practises. The 
news of a delinquency is quickly spread 
broadcast and the offender finds himself dis- 
credited wherever he goes. For this reason 
the exporter stands in no very great risk of 
' loss through deliberate fraud. 

In calculating the time within which he 
is to receive payment, the exporter must 
make a distinction between "time" and 

^ . -^ .. "credit." In shipments from 
Duration of Credits j^j tt i ^ n a • 

New York to Buenos Aires, 

for example, unless the buyer has established 

a credit in New York whereby the shipper 

can obtain cash against documents here, the 

:vjery shortest period of time in which the lat- 

V::t6r can hope to receive payment will be 60 

' days, allowing 30 days transit for the goods 
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and 30 days for the return of the proceeds 
of his sight draft against the importer. If 
the draft is a time draft, documents against 
payment, an even longer period will elapse 
before reimbursement, and yet in neither of 
these two cases has the exporter extended 
credit In either instance the importer 
actually disburses money before he receives 
the goods, for he must pay the draft to 
obtain the documents, and therefore the in- 
terests of the exporter are in both cases 
secured. 

As to the duration of credit exclusive of 
transit time, this depends upon the supply 
of capital in the importing country and the 
class of merchandise that is being sold. If 
the importing country is poor in liquid capi- 
tal, does business itself largely upon a 
credit basis, and is dependent upon the ex- 
portation of raw products to settle its trade 
balance, the credit granted will have to be 
more extended than if the country is rich in 
manufactures, with a plentiful supply of 
mobile capital and a large consuming popu- 
lation. Similarly, if the merchandise is of 
such a character that it can be rapidly 
turned over, such as staple dry-goods or food- 
stuffs, the credit needed, will be shorter than 
in the case of less saleable articles, such as 
machinery or automobiles. In any event, no 
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matter what the character of the merchant 
dise, the importer will usually demand time 
for payment sufficient to allow him to re- 
ceive the goods, pass them through the cus- 
tom-house, and properly arrange them in 
stock. 

Except in cases of more or less perma- 
nent investment as an aid in developing 
natural resources, credits are rarely granted 

for longer than 90 days, with 
iAe/Jatitf^o/ jj^^ exception of some countries 
Ovet'long Credits • t ^- a • i. ^1. 

in Latm-America, where the 

over-indulgent attitude of European mer- 
chants has given rise to bad economic habits 
in the localities thus favored. The danger 
of over-long credits is evident — the recip- 
ients, relieved of the necessity of effecting 
payment when they themselves have realized 
on the merchandise, are likely, in the inter- 
val, to use the money for other purposes — 
oftentimes for speculative investments — ^with 
disastrous results. Moreover, such credits 
cannot but redound to the detriment of the 
merchants receiving them, for merchandise 
bought under credit of six months must nec- 
essarily be billed higher than that bought 
under credit of three. It is to be hoped that, 
through the entry of the American exporter 
into the field, the unreasonably long credits 
that have sprung up through the keen com- 
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petition of the Europeans will eventually dis- 
appear. 

Low prices, good service, and high quality 
of goods are more effective selling arguments 
than easy terms of payment Between the 
two extremes of unnecessarily long extension 
and immediate payment lies the happy me- 
dium of a reasonable credit, proportional to 
the needs of the country and of the importing 
merchant. 



II 

How Shipments Are Financed 

THE basis for credit in export opera- 
tions is not essentially different from 
that required in domestic transac- 
tions ; in each case it must be predicated upon 
the responsibility of the borrower; but the 
method of granting credit facilities for ex- 
port is necessarily distinct. 

The merchant in domestic trade obtains 
credit by discounting his own obligation in 
the shape of his note, by discounting his cus- 
tomer's paper on the strength of the name 
with his indorsement, or by negotiating a 
loan with his stored merchandise as collat- 
eral. For export transactions, however, the 
only point of similarity is his ability to dis- 
count his own note. Unless there be special 
facilities, he is debarred from basing the 
credit on the strength of his customer's name 
or on the merchandise as collateral; the cus- 
tomer is abroad and therefore his standing 
cannot be as well known as a local buyer, 
and the merchandise, being shipped, is not 
available as ready collateral. 

It will be readily seen, therefore, that ex- 
port transactions require special financial 

14 
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Operations, and that the credit-granting insti- 
tutions must adapt themselves to these re- 
quirements if the export trade is to be prop- 
erly developed. 

Assuming that the exporter has made 
connection with the foreign buyer either by 
means of a traveler or by submitting sam- 
ples and prices, and has ob- 
tained the order and fixed the J?^^^ ^^'J?* ^-^ 

e ^ u- I. • Ftnanctng Shtpments 

terms of payment, which m- 
volve the granting of credit in a greater or 
less degree, the shipment may be financed in 
one of the following ways: 

1, By open credit. 

2, By draft against the importer. 

3, By cash shipment. 

The shipment may be made on open ac 
count and the terms of reimbursement may 
involve from one to four months' ^ ^ 
credit. This, of course, ties up the ^ 

capital of the exporter until he receives pay- 
ment, thus limiting the amount of his busi- 
ness to the extent of his capital resource. 

Under this method, the importer is granted 
a credit on the books of the shipper, against 
which he may order merchandise up to the 
stipulated amount, paying as he pleases 
within the time agreed upon. This is espe- 
cially advantageous for the buyer, in that it 
allows him considerable leeway in payment, 
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enabling him to await a favorable rate of ex- 
change and propitious conditions in the 
money market before making his remittance. 
Furthermore, if he. finds it inconvenient to 
remit within the specified time, his delay will 
not be judged as harshly ^s were he to fail 
to meet a draft which he had accepted to pay 
upon a certain date. 

Though much sought after by the import- 
er, the open credit finds little favor in the 
eyes of the shipper, involving, as it does, 

more or less uncertainty in 
Why Exporters Dislike ^^ ^j^^ ^^ payment and the 
Open Credit Accounts ^ . i -^ t i- 

tymg-up of capital for a 
long period. As with all other unsecured 
debts, the financial standing and commercial 
integrity of the customer is the basis upon 
which the credit is granted. Of importance, 
also, is the nature of the merchandise and the 
probability of its easy turnover. There is 
more risk, for example, attendant upon open 
account transactions in connection with a 
shipment of expensive machinery not pre- 
viously introduced into the country of im- 
portation than there would be upon a ship- 
ment of a staple article the sale of which is 
assured beforehand because of the demand 
created by previous importations. 

The difficulty of securing adequate credit 
information and the elements of time and 



FINANCING 17 



uncertainty involved have made the exporter 
wary of doing business upon an open credit 
basis. As a consequence, this method, so 
widely used in domestic trade, is limited in 
the export field to commission houses and to 
manufacturers who have specialized in ex- 
portation and who have gained thereby broad 
experience and an intimate knowledge of 
conditions in the customer's country. Manu- 
facturers with a foreign sales organization 
sufficiently developed to permit of a large 
amount of business on open account are few ; 
when the customer demands open credit the 
average exporter will prefer to deal through 
a commission merchant who, by reason of the 
experience, training, and intimate commer- 
cial connections that are his stock in trade, is 
better fitted than the manufacturer to handle 
the business upon this basis. Open account 
trading is the rule rather than the exception 
between commission houses and the buyers 
for whom they act as agents. The commis- 
sion house will purchase for the importer 
such merchandise as he may need, giving 
three to four months' credit, charging him 
interest at the rate of 6 per cent, against his 
debit balance, and a commission of from 2 
to 5 per cent, on the invoice amounts. Set- 
tlement is sometimes effected by shipment 
from the importer of native produce of his 
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own country, which is sold for his account 
by the commission house and the proceeds 
applied to his credit, but the usual method 
of reimbursement is by remittance of drafts 
before the expiration of the credit. 

Manufacturers to whom the risk and un- 
certainty of open account trading do not ap- 
peal will usually finance their shipments by 

drawing against the import- 
Fmancingby Draft ^^ ^^ 3J j^t, or at three 

Agatnst the Customer ^r • .^ • ll • ^ j » 

thirty, sixty, or ninety days 

sight, or at thirty, sixty, or ninety days from 
date of the invoice, depending upon the na- 
ture of the particular transaction and the 
terms agreed upon. The drafts may be docu- 
mentary drafts or they may be "clean," that 
is, unaccompanied by documents, or the docu- 
ments attached may be duplicates only, the 
originals having gone forward direct to the 
importer. 

If the terms of sale call for cash at the 
port of destination, the draft will be drawn 
at sight, with all negotiable documents at- 
tached, the latter to be delivered to the cus- 
tomer only upon payment by him of the 
amount due; if credit is to be extended, the 
draft will be drawn at the agreed upon num- 
ber of days after sight or from date of the 
invoice, as the case may be, the attached 
documents being delivered to the importer 
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upon his acceptance of the bill; if complete 
confidence is placed by the shipper in his 
customer the latter may receive the docu- 
ments direct, the corresponding draft which 
he is to pay at sight or upon which he is to 
place his acceptance coming to him as a 
clean bill through the channel of a bank. 
This last procedure, of course, approximates 
open account operations in that the merchan- 
dise is delivered to the importer solely upon 
the security of his own credit, but by draw- 
ing for the shipment the exporter avoids un- 
certainty as to the time of payment and, in 
the case of a time draft accepted by his cus- 
tomer, he has binding evidence of the latter^s 
indebtedness. 

Time drafts may be drawn with docu- 
ments deliverable against payment instead of 
against acceptance; this is usually done when 
the shipper wishes to allow his customer time 
for payment and yet does not wish to relin- 
quish his hold upon the merchandise. In 
this case, the customer places his acceptance 
upon the draft and has the advantage of 
time in which to raise the funds to meet it. 
On tendering payment, he may, if he chooses, 
anticipate the maturity of the draft and so 
obtain a discount for the unexpired time. 

Whether the sum for which the draft is 
drawn will be equal only to the amount of 
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the invoice, or to the invoice plus collection 
expenses, or to the invoice plus collection 
expenses and interest charges, will depend, 

again, upon the nature of 
ShaU Extra Charges be ^^ agreement between the 
Included m the Draft? .. ^ , - . 

shipper and his customer. 

If the margin of profit afforded by the sale 
is small, the exporter may insist that the col- 
lection charges^ be borne by the importer, 
and that in addition the latter pay interest 
from the time of shipment until the money 
is in the hands of the seller. This interest 
charge is in some cases a considerable item, 
including, as it does, not only the period for 
which the draft has to run but the transit 
time both ways as well. On a $5,000 ship- 
ment, for example, from New York to Bue- 
nos Aires, the interest charges at 6 per cent, 
on a 60 days' sight draft would be $100, cal- 
culating 30 days down, 30 back, and 60 days 
from the acceptance of the draft until its 
maturity. 

On dollar drafts against countries whose 
exchange is unstable and subject to violent 
fluctuations, it is customary to place the 
clause: "Payable at the collecting bank^s 
selling rate for demand drafts on New 
York," thus binding the drawee to accept the 
bank rate in making conversion of the dol- 
lars into the currency of his own country, 
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and preventing him from insisting upon some 
fictitious rate more favorable to his own in- 
terests. 

Having drawn his draft, the exporter will 
usually wish to realize upon it immediately, 
and to this end will offer it to his local bank 
for discount. If the bill is 

drawn at sight with docu- 2*'^'*'?'^?^ ^ 
^^ 1 J -^ -If 1. Proceeds of Drafts 
ments attached, it will be ^ ^ 

readily negotiable, even though the bank may 
know little or nothing of the credit stand- 
ing of the drawee, provided, however, that 
the sum drawn for corresponds to the value 
of the merchandise as listed in the invoice 
and that the goods are of such a nature as 
to be easily realized upon in the event of the 
failure of the drawee to pay. 

If the draft is drawn at time, documents 
deliverable against acceptance, its negotia- 
tion will be more difficult, for in this case 
the bank lacks the security of the merchan- 
dise and bases its decision to buy solely upon 
the credit standing of its own customer and 
of the acceptor. The latter, being abroad, is 
usually unknown to the bank; the shipper, 
therefore, must be of unquestioned responsi- 
bility in order to dispose of his draft for 
cash. A clean bill will be bought by the 
bank only from the most responsible of cus- 
tomers, for here there is no evidence of a 
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transfer of value, as in the documentary bill ; 
there may, in fact, be no indebtedness at all, 
the bill being drawn with deliberate intent to 
obtain funds fraudulently from the bank. 

If the bank, in buying the draft, frees the 
seller from all responsibility in the event of 
loss, the sale is said to be made "without re- 
course." Clean bills are seldom, if ever, 
purchased without recourse ; documentary 
bills are occasionally so purchased, but only 
if the bank is fully satisfied as to the respon- 
sibility of the drawee, the condition of his 
business, and his ability to dispose of the mer- 
chandise, the draft being, in effect, one name 
paper. 

When a draft is discounted, the exporter 
receives credit for the face amount less in- 
terest and collection charges ; there are times, 
however, when the character of the merchan- 
dise or lack of inherent strength of the names 
makes it advisable for the bank to require a 
margin of safety. In such a case, though un- 
willing to purchase outright, it may be will- 
ing to advance to the exporter a certain per- 
centage of the amount — say one-third or one- 
half — depending upon the circumstances of 
the case, or it may refuse to make any ad- 
vance at all and merely take the draft for 
collection. If the standing of the drawer is 
not such as to warrant an advance upon the 
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Strength of his own name, but the drawee is 
of known responsibility, the bank may send 
the draft forward for collection and make an 
advance upon it on receiving advice of its 
acceptance. 

When taking drafts for collection, the bank 
acts as agent for the drawer, agreeing merely 
to use due care and diligence, and is not re- 
sponsible to its customer in the event of the 
drawee reifusing to accept or pay the draft. 
The charges for this service vary in accord- 
ance with the locality in which the collection 
is to be effected ; in sparsely settled countries, 
where banks are few and communication dif- 
ficult, the collection of drafts is cumbersome 
and slow and the charges incurred are often 
considerable. In collections that involve 
much time and trouble, the writing of letters 
and the sending out of tracers, as is the case 
with items drawn on most points in Central 
and South America, the bank will reserve for 
itself a commission of from one-quarter to 
one-half of i per cent, over and above the 
charges of its correspondent and all expenses 
incurred; for points where collections can be 
effected with more facility and despatch, the 
commission asked will be less — sometimes as 
low as one-sixteenth of i per cent. For items 
drawn on places where the bank has branches 
the charges, of course, will be less than where 
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the bank has to pay a commission to the col- 
lecting agency. By most banks a minimum 
net charge of from fifty cents to $i is made 
on each item, and on dishonored drafts there 
is a small commission to cover postage and 
other expenses. 

That the draft is entered for collection 
may be due not to the refusal of the bank to 
purchase or advance upon it, but to the fact, 
also, that the exporter has sufficient capital 
to finance his own shipment or that the sum 
involved is too small to make it worth while 
for the exporter to offer it for discount. 

Distinct from open credit dealing, which 

has its inception in confidence, is the demand 

by the exporter for cash in hand before the 

shipment of his merchandise, or 
Finafu:ing by f^^ ^^^y^ ^j,^^ ^ ^^^^ against de- 

Lash c^hiPtnents «• i* .r t • • j 

livery of the shippmg documents. 

This method of payment is used only where 
the commercial standing of the importer is 
not sufficiently high to make it advisable for 
the shipper to grant credit in any form, al- 
though it sometimes happens that exporting 
manufacturers lacking in foresight and judg- 
ment will demand cash from a customer 
whose standing might well justify the grant- 
ing of credit. This is generally the case with 
manufacturers whose product is principally 
consumed at home and who therefore have 
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little incentive or desire to make a bid for 
foreign trade. The few orders that they ship 
come to them not through their own efforts, 
but through commission houses or from im- 
porters trading independently, and if the de- 
mand for their product is sufficiently strong, 
they can insist upon their own terms and ob- 
tain cash. The sum demanded may be equal 
in amount to the value of the shipment, or 
to the value of the shipment plus freight 
charges and other expenses, or merely to the 
sum of the freight charges and expenses 
alone. This latter is usually the case in con- 
nection with consignments, where the shipper 
wishes to insure himself against loss in the 
event of his customer refusing the merchan- 
dise. 

To provide funds to meet the exporter's 
demand for cash, the importer may proceed 
in any one of the following ways : 

1. Remittance may be made by mail or 
cable to the exporter direct 

This is rarely done, and pre- ^^^^^'''^^f^ ^ 

^ . J /| . Mc^ Provtde Cash 

supposes a trustmg and oblig- 
ing attitude on the part of the customer that 
is scarcely to be looked for after the skeptical 
request of the shipper for cash. 

2. The importer may place funds in a bank 
at the point of shipment, instructing the bank 
to pay the exporter upon delivery of the ship- 
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ping documents, properly indorsed. The 
documents which the bank receives from the 
exporter it forwards to the customer, and 
charges the latter a small commission, vary- 
ing from one-tenth to one-quarter of i per 
cent 

3. Instead of the payment being made by 
a bank at the point of shipment, it may be 
made at the point of destination by the im- 
porter's local bankers, upon delivery to them 
of the documents. Both this method and the 
preceding, however, involve some risk to the 
exporter, in that the buyer may revoke his 
instructions to the bank after the goods have 
been placed on the steamer but before the 
documents have been presented to the bank 
for payment, thus causing a loss in freight 
charges both ways to the shipper. If the lat- 
ter wishes to safeguard himself, he may de- 
mand that the instructions given to the bank 
be confirmed by the bank to him, in which 
case the bank binds itself to make the pay- 
ment regardless of whether or not the im- 
porter countermands his instructions. This 
is what is known as a "confirmed banker's 
credit," and is effected by notification from 
the bank to the shipper that it will make the 
payment — not merely that it has instructions 
to make the payment. 

4. If the sum involved is small, the im- 
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porter may make settlement in any of the 
three ways already mentioned without seri- 
ous inconvenience to himself, but if the pay- 
ment is large enough to tax unduly his availa- 
ble resources in cash, he will be forced to 
seek capital other than his own for the 
financing of his shipment, and he may then 
apply to his local bankers for an acceptance 
credit. 

In general terms, the proceeding is as fol- 
lows: The foreign buyer obtains from his 
local bank a letter of credit directed to an 

American bank, authorizing it to . ^ „ 

^ jx L^ 1% J. J Acceptance Credits 

accept drafts at long term drawn 

by the American exporter, with shipping 
documents attached. The accepting bank 
forwards the documents to the foreign bank, 
which in turn delivers them to the customer, 
under whatever terms may have been estab- 
lished between them, and the customer under- 
takes to deliver to his bank the necessary 
funds in time to be remitted to the American 
bank to meet the maturity of the accepted 
draft. In the meantime, the exporter will 
have discounted the accepted draft in his own 
market at the low prevailing rate for bank 
acceptances and thereby obtained his money 
at once wherewith to undertake other transac- 
tions. 
The accepting bank, though providing the 
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exporter with the means of realizing cash on 
his shipment, actually disburses no money 
itself but lends only its credit, and in this it 
is protected by the guaranty of the foreign 
bank that the necessary funds will be remit- 
ted in ample time to meet the maturing ac- 
ceptance. Of the various parties to the 
transaction, the foreign bank is the one that 
assumes the primary risks; but these are not 
great, for a conservative bank will refuse to 
open a credit for a customer whose commer- 
cial standing is not satisfactory. If the bank 
wishes to proceed with extreme caution, it 
may warehouse the goods, retaining control 
of them and delivering them in small lots to 
the importer as they are sold, receiving pay- 
ment for each delivery. Usually, however, 
the goods are delivered in bulk against trust 
receipt, the credit of the importer being suffi- 
cient security for the bank. 

The acceptance credit need not necessa- 
rily be confined to the form outlined above, 
but may take various forms, depending upon 

the banking connections of the 
Various Forms of i^^porter and upon the rates of 
Acceptance Credits - j \_ ^ r * 

exchange and the state of the 
discount market for bank acceptances at the 
point of shipment and in the various finan- 
cial centers of the world. If the credit stand- 
ing of the importer is such that he can secure 
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suitable banking facilities in the exporter's 
market, he will open the credit directly 
through a bank there, dispensing with the 
services of his local bank and saving the lat- 
ter's commission in consequence. In this case, 
the accepting bank deals directly with the 
importer and looks to him for reimbursement 
in sufficient time to meet the maturing ac- 
ceptance. 

It may happen, however, that the discount 
rate for bank acceptances at the point of 
shipment is adverse and that it will be more 
advantageous to have the accepting done by 
a bank in some other financial center. As- 
suming the exporting market to be New York 
and that the importer has equally good bank- 
ing facilities in London, Paris and Ham- 
burg, the decision as to whether the credit 
will be opened in pounds, francs or marks 
will be governed by the rates of exchange for 
these currencies ruling in the New York mar- 
ket, where the draft is to be negotiated, and 
by the discount rates in London, Paris and 
Hamburg. 

A concrete instance will better illustrate 
the points involved: Suppose the importer 
to be in Buenos Aires and the exporter in 
New York — ^will the accepting be done by a 
bank in New York, in Paris, in Hamburg, 
or in London? If the discount market in 



1 



30 FOREIGN TRADE 

New York is favorable, the credit will be 
opened there, for in that case the negotia- 
tion of the draft can be effected with slight 
expense. But if the New York market is 
glutted with bank acceptances, the discount 
rate may be so high as to make the negotia- 
tion of such an acceptance by the exporter 
detrimental to the transaction. 

Under such circumstances, it may prove 
advantageous to have the credit established 
in marks, francs or sterling, depending upon 
which of these three currencies can be most 
cheaply negotiated by the exporter in New 
York. If the rate of exchange in New York 
for sterling is relatively higher than the 
rate for francs and marks, and if the dis- 
count rate in London for bank acceptances is 
as favorable or more favorable than the dis- 
count rate in Paris or Hamburg, the exporter 
will be able to sell a draft in pounds to his 
local bankers more profitably than a draft in 
francs or marks. Under such an arrange- 
ment, the exporter will draw against the ac- 
cepting bank abroad and sell the draft to his 
bankers, attaching to it the full set of ne- 
gotiable documents or merely the duplicate 
documents as an evidence of shipment, for- 
warding the originals direct to his customer 
in Buenos Aires, or to the customer's bankers 
if the credit was opened through a bank. The 
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bank purchasing the draft will send it for- 
ward immediately for acceptance, and the ac- 
cepting bank will look to the importer or to 
his bankers (as the case may be) for reim- 
bursement at maturity. 

Whether the full set of documents or du- 
plicate documents only are to be attached to 
the draft will depend upon the amount of 
confidence placed in the customer by the 
bank opening the credit. If there is no ques- 
tion as to the reliability of the customer, the 
bank will allow one set of documents to be 
forwarded to him direct; otherwise it will re- 
quire the full set to be attached to the draft 
and will deliver them to its client under such 
terms as may be agreed upon. 

When the exporter sells to his banker 
drafts drawn under a letter of credit, the 
amount of each draft must be entered by the 
banker on the back of the credit. The 
amount of the credit still unused is thus easily 
ascertainable, and the possibility of a dishon- 
est exporter misusing his credit by drawing 
for more than the amount authorized is 
thereby eliminated. Most credits provide 
that the drafts drawn thereunder must bear 
the clause: "Drawn under Letter of Credit 
No. , of the Bank, Dated 
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With this information on the face of the 
draft, the accepting bank is able to determine 
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immediately against which credit the draft is 
drawn. 

If the bank upon which the credit is 
opened notifies the shipper that it will ac- 
cept the drafts drawn upon it, the credit is 
•> ^ jn JK. said to be "confirmed," and the 

bank, by reason of its confir- 
mation, binds itself to accept the drafts up to 
the amount stipulated regardless of whether 
or not its clients abroad may fail in the 
meantime. If the bank does not confirm the 
credit to the shipper, it is not bound to ac- 
cept the drafts unless it so chooses; a con- 
firmed credit, therefore, commands a higher 
commission, as the risk on the part of the ac- 
cepting bank is greater. If the exporter is at 
all doubtful of the financial stability of his 
client, he will demand a confirmed credit so 
that he may be relieved from loss in the event 
of the latter's failure before completion of 
the shipment. 

Summarized briefly, the various methods 
for financing shipments are as follows: 

/. Open Credit — ^Employed only by commission 
merchants and by manufacturers selling to well studied 
markets. Unpopular because involving considerable risk 
and delay in payment. 

//. Drafts — May be at sight or time; documen- 
tary or clean. If a docimientary sight draft, documents 
are deliverable against payment; if a documentary time 
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draft, documents may be deliverable either against Accept- 
ance or payment, usually the former. Drafts may be 
drawn: 

1. For the invoice amount alone. 

2. For the invoice amount plus collection 
expenses. 

3. For the invoice amount plus collection 
expenses and interest charges. 

If so stipulated on face of draft, drawee may be re- 
quired to pay exchange charges. Drafts may be dis- 
counted, advanced upon, or merely placed with bank for 
collection. If discounted^ discount may be without re- 
course, but this is rare. 

///. Ca^h Shipments — Demand for cash due 
to lack of confidence in importer or dislike on part of 
shipper to business on credit basis. Payment may be 
made: 

1. By remittance direct to exporter. (Rare.) 

2. Through bank at export point s^inst de- 
livery of documents. 

3. Through bank at import point against de- 
livery of documents. 

Two and three are effected under a banker's credit. 
This may be confirmed or unconfirmed. If confirmed, 
the bank places itself under liability to the shipper to pay. 

4. By means of acceptance credit. 

The exporter draws draft with documents attached 
against the bank upon which credit has been opened and 
sells the draft to his local bankers or in open discount mar- 
ket. The bank purchasing the draft forwards it for ac- 
ceptance, and the accepting bank forwards documents to 
the importer (if credit has been opened direct) or to his 
bankers (if credit has been opened through medium of a 
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bank). The importer or his bank* as the case may be, 
guarantees the remittance of funds to the accepting bank 
in time to meet maturing draft. The importer usually 
secures documents against trust receipt; sometimes the 
bank warehouses the goods, delivering them in ^all lots 
to the importer against partial payments. 

Acceptance credits may be opened on any financial 
center, the choice being governed by: 

1. Rate of discount for bank acceptances in 
exporting market and other centers. 

2. Rates of exchange for foreign currencies 
in exporting market 

Documents attached to draft may be originals and 
duplicates or duplicates only, depending upon the amount 
of confidence placed in the importer by his bankers. If 
duplicates only, the originals are forwarded direct to the 
importer if credit was opened by him, or to his banker 
if credit was opened through a bank. 

Credit may be confirmed or unconfirmed. Confirma* 
tion places confirming bank under obligation to accept 
drafts irrespective of willingness of importer to abide by 
his agreement 

Of the various methods for financing ship- 
mentSy that of the bank acceptance is un- 
questionably the best The exporter obtains 

cash in hand for his merchandise 
BankAccej^tance ^ discounting his draft; the im- 

the Best Method ^ ^ • * J x .u ^ ui 

porter, instead of the troublesome 

necessity of paying cash in advance, receives 
his merchandise upon the strength of his 
credit standing with his bankers ; and the lat- 
ter, being well able to judge of the reliability 
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of their customer, can help to place the trade 
of their country upon a stable basis by re- 
fusing to finance shipments of a speculative 
nature. 

There is, of course, a commission to be 
paid to the two banks concerned for this 
service, amounting usually to a total of from 
one-half of i per cent, to i per cent., but in 
view of the low rate of discount obtainable 
fof a prime acceptance and the entire absence 
of risk to the seller of the merchandise, the 
entire cost of the operation to the buyer is 
less than if the transaction were based on any 
of the other methods outlined. It is for this 
reason that the acceptance credit may be con- 
sidered the ideal method for the furtherance 
of export operations, for whatever will re- 
duce the cost of merchandise will tend to 
increase the trade of the exporting country. 



Ill 

Suggestions for the Exporter 

THE manufacturer who is unfamiliar 
with foreign markets finds it advan- 
tageous to finance his shipments 
through an export house, thus shifting the 
burden of credit responsibility to other shoul- 
ders than his own. The export 
^naming Foreign j^^^g^ j^j^^g ^^^^^^ ^^arge of the 
Trade Through the .. ^ ■ ^t r 

Export House shipment, pays the manufac- 

turer upon the same terms as 
other domestic buyers, and grants such credit 
terms to the customer as may have been ar- 
ranged between them. 

Willingness and ability to do business on 
open account have gained for the export 
house a firm foothold in foreign trade, and 
^despite occasional assertions to the contrary, 
the services it renders both to exporter and 
importer arc very real. If agent for the ex- 
porter, the export house relieves the latter 
entirely of responsibility in connection with 
the credit risk of his customer, and assures 
him, besides, that his goods will be properly 
forwarded without the annoyance that lack 
of familiarity with troublesome documentary 
regulations and custom-house laws would oth- 

3$ 
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erwise bring. If agent for the importer, the 
export house renders the latter the services 
of a trained and experienced buyer, who will 
effect his purchases for him at better prices 
than he could obtain by dealing direct, af- 
fording him credit facilities and serving as 
his agent in innumerable ways both large 
and small. With importers in whom it has 
gained complete confidence through years 
of association, the export house will do busi- 
ness entirely on an open credit basis with 
little fear of loss. 

The careful study that is being given to 
foreign markets and the increased facility 
with which credit information may today 
be obtained have induced 

many exporters to dispense S^t^^f ^^''f ^^ , 

•*u *u • * .u ^^^^ Through Banks 

with the services of the ex- 
port house and to handle their shipments di- 
rect, through the medium of their bankers. 
The bank acceptance privilege granted by 
the Federal Reserve Act has given increased 
impetus to the use of the bank credit in thi^ 
country and has widened the scope of the 
banker in the financing of shipments. 

The various banking mediums through 
which the exporter may do his financing are : 

I. Foreign bank agencies in this 
country. 
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^. Domestic banks, including both 
private banking houses with interna- 
tional connections and incorporated 
banks operating through branches or 
agencies abroad. 

In New York about two dozen agencies of 
foreign banking institutions have been estab- 
lished to work in cooperation with the parent 
and branch institutions abroad in 
^M^^h!^ the financing of trade to and from 
this Country ^^^ United States. These agencies 

do not concern themselves with do- 
mestic business at all, but confine their oper- 
ations to discounting drafts drawn against 
foreign shipments, accepting drafts drawn 
against themselves under bank credits for im- 
ports, and furnishing information to export- 
ers about their branches and about the com- 
mercial usages of the countries in which 
their branches are located. 

By reason of their intimate connections, 
these foreign agencies can be of great serv- 
ice to the exporter in securing credit infor- 
mation; they can sometimes, in fact, furnish 
the data direct from the files of their New 
York agency, thus saving the exporter the de- 
lay and trouble of seeking it abroad. As 
they work through their own branches, they 
avoid the necessity of sharing commissions 
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with a correspondent, and thus are often able 
to finance shipments for a smaller charge 
than banks not so favorably connected. They 
have considerable latitude in their operations 
inasmuch as they are not subject to the re- 
strictions of domestic banking laws. 

The powerful domestic private banking 
houses — such as J. P. Morgan & Company, 
Brown Bros. & Co., Kidder, Peabody & 
Co., Kuhn, Loeb & Co., Lazard Frcres, 
and Seligman & Co. — engage ex- 
tensively in foreign exchange ^omtstk Private 

J . ^. J Banktng Houses 

operations and have the advan- 
tage of not being subject to many of the limi- 
tations imposed upon incorporated banks. 
They have connections in all of the principal 
centers of the world, and occupy themselves 
with large-scale transactions rather than with 
the financing of shipments for customers of 
modest capital. 

As will be explained in more detail in the 
following chapter, the Federal Reserve 
Banking Act and the favorable New York 
state legislation that followed 
it gave freer play to the ac- S^'?*2r''^f'' ^''** 

. ?. . . ^ J u I With Foreign 

tivities of mcorporated banks Connections 

and allowed them to compete 
more successfully with the private bankers 
and the agencies of foreign institutions. To 
the discounting function which they already 
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possessed was added the privilege of accept- 
ing drafts drawn under commercial credits, 
and in addition the national banks gained 
the right of foreign branch banking that the 
state institutions and trust companies had long 
enjoyed. Such banks as avail themselves of 
the privilege of establishing branches abroad 
find themselves in a somewhat favorable po- 
sition as compared with the banks that work 
only through correspondents, for, like the 
agencies of foreign banks, they can offer the 
advantages of easily obtainable credit infor- 
mation and somewhat lower charges. 

Within recent years, and especially since 
the passage of the Federal Reserve Act, the 
foreign departments of American banks have 
considerably extended the scope of their op- 
erations. Not so long ago the bank that 
occupied itself with other than domestic 
business was looked upon as a foolhardy navi- 
gator of dangerous waters. Today it is rare 
to find a bank of importance that does not 
offer facilities for the financing of foreign 
trade. New York, because of its geographi- 
cal location and financial prominence, was 
the pioneer in this field; the banks in other 
financial centers, however, soon followed 
suit, and with such successful results that it 
is no longer necessary for the exporter in 
Boston, Chicago or St. Louis to establish 
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banking connections in New York for the 
financing of his shipments. There are still 
many banks that are wary of entering the 
foreign field, but as credit information be- 
comes more easily obtainable and foreign 
markets more thoroughly developed, the cir- 
cle of banks engaging in foreign business will 
continue to widen and the scope of their op- 
erations continue to increase. 

As a general rule, it is better for the ex- 
porter to intrust the handling of his drafts 
to his domestic banker rather than to at- 
tempt to deal direct with a bank abroad. 
The foreign department of a domestic bank 
can give the shipper useful information in 
regard to consular and customs regulations, 
and in the event of difficulties 

it is an advantage to the exporter ^^T^^^tf . 
^ , ui 4.UJ* Dealtng Through 

to have a bank near at hand to ^^^^^^^ ^^^^^ 
which he can turn for expert ad- 
vice. Collections coming from banks will 
usually receive better and more prompt at- 
tention than those sent by an individual, and 
will in some cases be collected for a smaller 
commission. 

Long experience has taught the banks the 
best methods to pursue in various countries 
for the handling of collections, and the lack 
of such experience often involves the ex- 
porter in difficulties when he attempts to deal 
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direct The writer recalls an incident in con- 
nection with a shipment to Barranquilla, Co- 
lombia; the exporter, wishing to safeguard 
his interests, consigned the merchandise to a 
bank instead of to his customer, and sent the 
draft with accompanying documents to the 
bank to which the consignment had been 
made. Woeful lack of geographical knowl- 
edge on his part, however, caused him to se- 
lect a bank in Bogota, the capital, instead of 
in Barranquilla, the port of Colombia and 
the destination of the shipment. The goods, 
after being disembarked in Barranquilla, 
with the irate customer standing disgustedly 
by, were started on the long journey to Bo- 
gota. Arrived there, they were delivered to 
the bank and reshipped by the latter to Bar- 
ranquilla, reaching the customer's hands just 
two months after their first landing in that 
port. Needless to say, the customer has since 
made no purchases from the offending firm. 
When drafts are accompanied by docu- 
ments, the documents should be complete, 
including a commercial invoice, insurance 

certificate, consular invoice and 
Documents That ^jj -^^^ j^g ^f tj^^ t^jUg 

Accompany Draft r i j- t 

of ladmg. In some countries, 

weight certificates and certificates of inspec- 
tion are also required, and in making up his 
shipment the exporter should conform in 
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every detail to the regulations of the import- 
ing locality; otherwise he may expose his 
customer to heavy penalties. 

Information concerning the consular and 
customs requirements of foreign countries 
may be obtained from the foreign department 
of the shipper's bank or from exporter's hand- 
books and pamphlets. "Consular Regulations 
of Foreign Countries" (Tariff, Series No. 
24), issued by the Bureau of Foreign and 
Domestic Commerce, is a most excellent and 
useful publication. The bureau itself stands 
ready to supply the inquiring exporter with 
any data he may need in regard to commer- 
cial usages or customs regulations. 

Bills of lading should be made out to the 

order of the shipper and be indorsed by him 

in blank. If they are made to the order of 

the customer, the latter, in some 

countries, can obtain the merchan- ^!^^f?^^^ 
J. .^1. ^ 1 ^ u the Shipment 

dise without documents by reason 
of the fact that his name appears on the 
ship's manifest as consignee, and he may thus 
avoid the payment of the draft. In order to 
obtain the merchandise without presenting 
the documents, it is necessary for the con- 
signee to furnish a bond to the custom-house 
as a guarantee of his right to receive the mer- 
chandise, and he can, of course, always be 
held liable on this bond. To prove his lia- 
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bility, however, it is necessary for the col- 
lecting bank legally to establish the claim of 
the shipper, and this involves considerable 
delay and expense, during which time the 
draft remains unpaid and the customer re- 
tains possession of the goods. In countries 
where the customs administration is lax, a 
bond may even be accepted from an importer 
of doubtful responsibility who might be 
unable to make good his guarantee should a 
judicial decision be obtained against him. 

Difficulties of this sort cannot occur if the 
shipment is made to order, for in that case 
the customer can assert no claim to the goods, 

and delivery will not be made ex- 
^^Ifg^^f^ cept to the holder of the documents. 

It should be noted, however, that 
the laws of Colombia, Venezuela and the 
Dominican Republic do not permit consign- 
ments to order, but require that the docu- 
ments be drawn to the order of someone as 
consignee. Consignments to order are for- 
bidden in Panama, but the documents may be 
drawn to have this effect if a clause is in- 
serted specifying someone who is to be noti- 
fied of the arrival of the shipment and who 
may be held responsible for it. 

In shipments to the countries mentioned in 
the preceding paragraph the exporter should 
coasign the merchandise direct to his cus- 
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tomcr, or, if there is any question as to the 
responsibility of the latter, to the bank which 
is to effect collection of the draft at the point 
of destination. Some banks, however, do not 
permit consignments to be made to them- 
selves, for the custom-house will hold them 
liable, as consignees, for all penalties and ex- 
penses incurred in connection with the goods. 
In such cases, the exporter will have to as- 
sume the credit risk of his customer, con- 
signing the merchandise direct to the latter, 
or he may arrange with a responsible com- 
mission house at the point of destination to 
allow the consignment to be made in its name 
in return for a small commission. 

Exporters sometimes object to being re- 
quired to provide a commercial invoice with 
the other documents, on the ground that the 

collecting bank may glean from ^.. , . , 

• C. . r \' t ^t Attaching Invmces 
It valuable mformation for the 

benefit of competitors of the shipper. What- 
ever foundation this fear may have in fact, 
an invoice is always valuable to prove the 
cost and quantity of the goods in the event 
of difficulty at the custom-house, and 
should be included with the other documents. 

If insurance is effected, it should . 
be not merely for marine risk for the 
period of transit, but should also cover fire 
risk for the entire period from the time of 
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shipment until delivery of the goods to the 
customer. This is necessary in view of the 
possibility of loss in case the merchandise is 
warehoused or left in customs because of 
difficulty in securing payment of the draft 

The exporter should be particularly care- 
ful that the draft and documents are deliv- 
ered to his banker in time for the latter to 

send them forward by the same 
Precautions in steamer which is carrying the 

Deltvertng ana ,. ^ r? -i ^ iT 

Forwarding Drafis shipment. Failure to observe 

this precaution will result in 
the goods arriving in advance of the docu- 
ments, and if the shipment has been made to 
order it will be impossible for the customer 
to obtain possession of the merchandise. The 
customs laws of most countries provide a 
heavy penalty for failure to clear merchan- 
dise within a specified time after landing, 
and this, coupled with other expenses, in- 
cluding possible damage or depreciation of 
the goods, may involve the exporter in heavy 
loss. 

Care should be taken that the draft does 
not reach its destination in advance of the 
shipment, for the drawee will usually refuse 
to accept or pay the draft before he has had 
an opportunity to inspect the merchandise. 
This refusal may involve cable charges, pro- 
test fees, and other expenses for the shipper. 
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Exporters occasionally include shipments 
for different consignees in one set of docu- 
ments. This practise is inadvisable when the 
documents form the basis of drafts, and 
should be avoided, as it may result in com- 
plications in the event of refusal on the part 
of one or more of the consignees to accept or 
pay their drafts. 

Clear and definite instructions should be 
given the bank in regard to the following 
points : 

I. Collection and Exchange Charges 

If the shipper wishes his customer to pay 
all collection charges, a 
clause to that effect should Instructions to Banker 

^* r f ^t Regarding Drafts 

appear on the face of the 

draft. The bank here will then add its 
charge before sending the draft forward and 
the collecting bank will require the cus- 
tomer to pay the resultant sum plus its own 
commission. 

In the absence of any special agreement 
between the shipper and his customer as to 
the payment of the collection charges, the 
former should not insert this clause in his 
draft until he has ascertained from the for- 
eign department of his bank whether or 
not it is the custom in the importing locality 
for the drawee to pay the charges of collec- 
tion. In some localities it is, in others it is 
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not, and the insertion of the clause in drafts 
on the latter places may mean the refusal 
of the draft altogether. It is- not at all an 
unusual thing for banks to receive cables 
from their correspondents abroad advising 
the non-payment of drafts in which the col- 
lection charges have been included in con- 
travention of local custom. 

It is usual in drawing on Latin-America or 
other places where exchange is subject to 
sudden fluctuations, to insert in the draft a 
clause as follows: "Payable at the collecting 
bank's selling rate for demand drafts on 
New York." When a draft is drawn in dol- 
lars, payment is made by the drawee not in 
dollars but in the currency of his own coun- 
try, and this clause entitles the collecting 
bank to insist upon a rate of conversion which 
it considers fair. In the absence of this 
clause, the drawee might assert his right to 
make payment at a rate considerably lower, 
contending that such rate had been quoted 
him by another bank. 

2. Protest 

The shipper should always state whether 
or not he wishes his draft protested in the 
event of non-acceptance or non-payment. In 
commercially developed countries, protest 
will usually be made in the absence of defi- 
nite instructions to the contrary, but in other 
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localities the banks will not protest unless 
specifically instructed to do so. 

In South America, Central America, and 
the West Indies the banks do not like to ef- 
fect protest, because the process is regarded 
as a personal insult by the drawee of the 
draft. It is, besides, quite useless and ex- 
tremely expensive, the costs totaling some- 
times as high as ten or twelve dollars. In the 
English colonies protest may be made, but it 
is usual merely to "note" the drafts. This is 
a legal necessity dnd may be effected at slight 
expense, formal protest being extended later 
if advisable. 

3. Delivery of Documents 

Time drafts with documents attached 
should be accompanied by instructions as to 
whether the documents are to be delivered 
against acceptance or at payment. In Latin- 
America it is the custom to deliver docu- 
ments against acceptance, and the banks will 
sb deliver them in the absence of instructions 
to the contrary. European banks, on the 
other hand, will not deliver documents 
against acceptance unless authorized to do so. 

4. Authority to Act 

If the shipper has a representative in the 
importing locality who can act in his behalf 
in the event of difficulty with the customer, 
he should inform his bank of the fact, defin- 
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ing clearly the authority possessed by such 
representative. If he has no representative, 
the collecting bank desires to know : 

1. Whether it may grant an exten- 
sion of time if demanded by the 
drawee, and at what rate of interest. 

2. Whether it may accept payment 
before maturity and at what rate of 
discount. 

3. Whether it may allow a rebate 
in the amount of the bill, if demanded. 

4. Whether it should warehouse 
and insure the merchandise in the 
event of delay in its delivery due to 
difficulty in securing acceptance or 
payment of the draft. 

5. Whether it should send cable ad- 
vice of non-acceptance or non-pay- 
ment. 

When a draft is discounted, the bank dis- 
counting it usually instructs its correspondent 
to cable in the event of non-acceptance or 
non-payment. When the draft is merely 
taken for collection, however, the bank will 
not instruct its correspondent to cable unless 
requested by the shipper to do so. 

Difficulties that beset the exporter in the 
financing of his foreign trade arise usually 
from his lack of familiarity with banking re- 
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quirements, coupled often with a certain 
amount of indifference and a tendency to 
throw the responsibility for the proper 
handling of his shipment wholly upon the 
shoulders of his banker. Cooperation be- 
tween banker and exporter is absolutely essen- 
tial if difficulties are to be avoided, and the 
exporter must use reasonable precaution in 
regard to the matters here outlined to make it 
possible for the bank at home and abroad 
properly to safeguard his interests. 



IV 

Recent Changes in American 
Foreign Banking 

THE mere adoption of a liberal credit 
policy would not in the past have 
placed the American exporter on an 
equal footing with his European competitor ; 
the latter would still have retained the ad- 
vantage of a ready market for his commer- 
cial paper both in his home country and in 
the country of importation. The merchant in 
Europe exporting in competition with the 
merchant in New York has been able not 
only to negotiate his drafts with greater ease, 
but to draw them in a currency more ac- 
ceptable in all parts of the world than the 
dollan This has been true of all the Euro- 
pean financial centers, and especially so of 
London. 

London has long been the financial center 
of the world. In her great merchant marine 

she has carried the world's 

Our Financial cargoes, her insurance com- 

DePenaence on London • i . j .« 

panics have insured them, 
and the vast sums of her surplus capital in- 
vested in foreign lands have helped to pro- 
duce and finance them. For all this there 

S9 
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has been a commission to pay to London — 
a commission for freightage, for insurance, 
for dividends on investments. The world at 
large has been London's debtor, and in every 
market there has been a demand for bills of 
exchange on London with which to cancel the 
obligation. And curious though it may seem, 
this demand has been largely supplied by 
bills drawn on London against exports from 
foreign countries to the United States. 

Until the passage of the Federal Reserve 
Act and the favorable legislation by various 
states that accompanied it, national banks, 
state banks and trust companies were pro- 
hibited from placing their acceptance upon 
drafts. Private bankers could do so, but had 
never engaged in the operation to any con- 
siderable extent, because, being less restricted 
in their powers than incorporated banks, their 
activities sought more lucrative fields, and 
they were deterred, likewise, by the absence 
of an open discount market for the ready 
placing of )heir acceptances. 

The foreign exporter, therefore, in order 
to receive payment for his merchandise, had 
the choice of drawing in dollars against his 
customer, or in pounds, francs or marks 
against some European banker under a bank- 
er's credit opened by the American importer. 
To draw direct against the customer would 
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involve some risk, and, in addition, the draft 
could not be so easily negotiated by the ex- 
porter as a draft drawn against a bank un- 
der a banker's credit. The result, therefore, 
has been that the foreign shipper, unwilling 
to draw direct against his customer and un- 
able to draw against an American bank, has 
demanded that a credit be opened in his fa- 
vor with a bank in a European center. Lon- 
don has been given the preference in most 
cases, for the great demand in all parts of 
the world for exchange on London has en- 
abled the exporter to negotiate his draft with 
ease and to better advantage than on any of 
the other centers. 

The dearth of New York exchange in for- 
eign markets has proved a serious handicap 
to our import and export trade for many 

years. Had our banking facilities 

Our Commerce permitted, the merchant in this 
Handtcattea . . ^ , -^^ 

country importmg coffee from Bra- 
zil would have arranged with his banker in 
New York for a dollar credit against which 
the shipper could draw his drafts. Under 
this arrangement, the question of fluctuating 
exchange rates for a foreign currency would 
not have to be considered, and the only com- 
mission paid would be to the New York 
banker. 
With a London bank doing the accepting, 
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however, the importer is obliged to pay a 
higher commission to the New York bank 
through whose medium he has opened the 
credit, for the latter, in turn, must share its 
profits with the London bank. In addition 
to this, the importer runs the risk of a rising 
rate of exchange, for the credit has been 
opened in pounds and must be paid in 
pounds at maturity. If sterling is selling in 
New York at 4.86 when the credit is opened, 
the importer will calculate the cost of a 
£10,000 purchase to be approximately $48,- 
600, and he will figure the selling price of 
his merchandise accordingly. It may so hap- 
pen, however, that in the interval between 
the opening of the credit and the maturing 
of the draft, a rise in the rate for pounds will 
take place, causing a loss to the importer of 
one hundred dollars for each point of in- 
crease. Thus the importer is never certain 
as to the ultimate cost of his goods ; he knows 
how many pounds he has to pay, but he does 
not know how much these pounds will cost 
him in dollars. 

The American exporter, likewise, has been 
similarly handicapped. If he has quoted his 
goods in dollars, he has met with opposition 
from the buyer abroad, because the latter, in 
order to remit in dollars, has had to buy 
New York exchange which has been scarce 
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and expensive everywhere. If he has quoted 
in pounds, francs or marks, and added suffi- 
cient to cover a possible loss in exchange, his 
quotation may be too high and he may lose 
the order in consequence; if he has left the 
exchange out of his calculation, he may se- 
cure the order but suffer a loss through a 
later drop in the rate. In normal times, the 
fluctuation of the exchange rate is not suffi- 
ciently great to make any important differ- 
ence in such transactions, but violent fluctua- 
tions in times of crisis, such as occurred im- 
mediately following the outbreak of the Eu- 
ropean war, may involve importer and 
exporter in severe losses. 

Recognizing the weakness of a banking 
system that thus handicapped the devel- 
opment of our foreign trade, Congress in- 
cluded in the Federal Re- 
AssistaMe Rendered by ^^^^ ^^j ^ provision au- 

the Federal Reserve Act ^t • • % i^ . 

thonzmg member banks 

to accept drafts drawn upon them arising 
out of commercial transactions involving the 
importation or exportation of goods and hav- 
ing not more than six months to run. Coin- 
cident with this, the State of New York re- 
vised its banking law to permit state banks 
and trust companies to place their acceptance 
upon drafts with maturities not exceeding 
one year. In the New York law there is 
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no stipulation that the bills must originate 
in an import or export transaction. The laws 
of Maryland, Utah and Vermont likewise 
permit the banks under their jurisdiction to 
accept drafts, either domestic or foreign, 
while Texas extends the privilege to her 
banks in connection with bills for import and 
export only. 

The mere possession by our banks of the 
acceptance privilege, however, will not of 
itself place New York on a par with Lon- 
don, Paris and Hamburg as an international 
financial center. There is necessary, besides, 
the creation of a broad discount market in 
which the bills may be bought and sold, for 
no one will care to draw on New York if 
the draft cannot be easily and cheaply nego- 
tiated upon its arrival here. Such a market 
has been highly developed in London and, 
to a lesser extent, in Paris and Hamburg, and 
has been the most important factor in the 
financial prestige of these three centers. It 
has, furthermore, been the great regulating 
force for the control of their gold supply 
through the power of raising and lowering 
the discount rate by the central bank, and it 
has served as a means of equalizing the in- 
terest rate between the countries, for the ac- 
ceptances travel back and forth and change 
hands according to demand and supply, irre- 
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spectivc of their origin or place of pay- 
ment 

The great bulk of business in Europe, both 
domestic and foreign, is financed by means 
of bills of exchange drawn by the seller 

against the buyer or against a 
The European ^^^^ ^j^j^ ^j^j^j^ tj^^ buyer has 

Discount Markets . j . ^ rr«t i_ • 1 1 

opened a credit. These bills, 
once accepted, are offered for discount in the 
open markjet and are bought and sold freely 
by banks and note brokerage houses seeking 
investment for their funds. The European 
banker will invest his funds without hesita- 
tion in good acceptance paper, for in case of 
necessity the bills are readily convertible 
into cash by rediscount with other banks or 
with the central government institutions — 
the Bank of France, the Reichsbank and the 
Bank of England. 

London, in her role of international banker, 
has attracted to herself bills of exchange 
from all parts of the world. In normal times 
there is constantly revolving in her market 
from $1,500,000,000 to $2,500,000,000 of com- 
mercial paper originating in domestic and 
foreign transactions. Many of these bills are 
based on commercial dealings in which Eng- 
land has played no part either as importer 
or exporter, and yet London has reaped her 
profit through her services as banker 
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So great has been the demand in all parts 
of the world for London exchange that the 
business of accepting drafts has become in 
London a profitable and highly specialized 
operation. Accepting is practised by the 
joint stock banks, by the private bankers, and 
by commercial houses which combine the 
business of merchandising and banking. The 
latter, who are known as merchant bankers, 
have established their credit throughout the 
world, and drafts upon them may arise either 
from their own purchases of goods or from 
the purchases of less widely known im- 
porters to whom they lend their credit in the 
form of their acceptance. 

The initial discount of accepted bills is 
usually effected by one of the great discount 
companies, who in turn rediscount with the 
joint stock banks or with the Bank of Eng- 
land. The joint stock banks do little dis- 
counting with the Bank of England, the bills 
finding lodgment with them usually remain- 
ing in their portfolios until maturity. This 
is at variance with the practise of the joint 
stock banks of France and Germany, which 
rediscount to a large extent with the Bank of 
France and the Reichsbank respectively. 

Rediscounting in this country has never 
been a common practise, partly because of 
the absence of a large central bank ready 
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at all times to supply the necessary funds 
and partly because the character of our com- 
mercial paper has unsuited it for rediscount. 
The Federal Reserve Act sought to remove 

.the first of these handicaps by 

fnUn^tTsZ^^ ^ provision permitting the 

twelve Federal Reserve Banks 
to discount bankers' acceptances based on the 
importation or exportation of goods, having a 
maturity at time of discount of not more than 
three months, and bearing the indorsement 
of a member bank. By successive rulings of 
the Federal Reserve Board this provision was 
later amplified as follows : 

1. The Reserve Banks were granted per- 
mission to purchase bankers' acceptances not 
bearing the indorsement of a member bank; 
in other words, they may now go into the 
open market and buy from anyone having 
paper to sell. 

2. The regulation as to the origin of ac- 
ceptances was broadened to include bankers' 
acceptances arising out of domestic trade as 
well as those connected with import and ex- 
port transactions. Although national banks 
cannot place their acceptance upon drafts 
arising out of domestic transactions, the banks 
and trust companies of some states may do so, 
and it was to provide a market for such ac- 
ceptances that this ruling was made. 
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3. Acceptances by individuals or firms 
other than bankers were made eligible for 
discount when arising out of the purchase 
and sale of goods, when bearing the indorse- 
ment of a member bank, and when accom- 
panied by satisfactory evidence showing the 
drawer of the draft to be the seller, and the 
acceptor the purchaser of the merchandise. 

Before the inauguration of the Federal Re- 
serve system, the lack of rediscount facili- 
ties prevented the banks from investing freely 
in commercial paper, for such investment 
meant a tying up of capital until the ma- 
turity of the paper purchased. Rediscount- 
ing between the banks themselves was seldom 
practised owing to the character of our com- 
mercial paper, which has consisted of promis- 
sory notes instead of acceptances, as in Eu- 
rope, A bank purchasing from its customer 
the acceptance of a third party will oflfer it 
for rediscount with less hesitation than it 
would offer the promissory note of that same 
customer, for in the latter case the bank is 
offering for sale paper upon which it has 
acted as the original grantor of credit. 

Although the Federal Reserve Banks pos- 
sess the power of discounting domestic ac- 
ceptances, the law unfortunately withheld 
from national banks the privilege of placing 
their acceptance upon drafts arising out of 
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domestic transactions. Congress now has un- 
der consideration an amendment to the Act, 

seeking to confer this privi- 
Oomestic Acceptances ^ ^ ^^^ national banks. 
mil Enlarge ^^ - ^ j . • j 

Discount Market ^^ *^^ amendment is passed, 

it will redound greatly to 
the benefit of our domestic trade, and the 
growth of our discount market will be aided 
by the addition of large quantities of ac- 
ceptances of the most desirable character. 
This growth will aid us in establishing the 
dollar as a medium of exchange abroad, for 
as the custom of trading freely in acceptances 
grows, the purchasers of bills will seek our 
markets precisely as they have sought the 
markets of London, Paris and Hamburg in 
the past. 

Of equal importance with the acceptance 
privilege and the power of rediscount is the 
establishment of banks abroad willing at all 

times to buy and sell drafts 
Branch Banks and ^^ ^^^ York. The creation 
Dollar Exchange i- j n • • .f_ 

of dollar exchange in the vari- 
ous markets of. the world can never be 
brought about as long as we continue to do 
business through the banks of our commer- 
cial competitors, for these banks will always 
work primarily in the interests of their own 
country and not in the interests of the United 
States. To assist the trade of England, an 
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English branch bank will buy sterling at a 
more favorable rate than dollars, and it will 
refuse to open a dollar credit for the im- 
porter who is buying merchandise from the 
United States that he could equally well pur- 
chase from England. The inability to pur- 
chase and sell exchange on New York with 
facility has often been the deciding factor in 
securing for our competitors trade that might 
otherwise have come to the United States. 

Directly and indirectly, branch banks are a 
powerful factor in building up the foreign 
trade of the mother country. Not only will 
they discriminate in favor of ex- 
change drawn in their own cur- £^^^*r?/™ * 

u -. *u • * ^1 • Trade Builders 

rency but they assist greatly in 

developing the trade that gives birth to such 
exchange. The countries in which they are 
located need capital for the development of 
their natural resources; the branch banks 
turn the stream of surplus capital from home 
into the most profitable channels of invest- 
ment. If there are government projects un- 
der way, the branch bank will keep care- 
fully posted on the situation and inform the 
bidder at home as to what steps are necessary 
to secure the contract. The exporter seek- 
ing trade in foreign markets can obtain from 
the branch bank information that will aid 
him in gauging his prospective customer, and 
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the bank, besides supplying the information, 
will use its influence to bring buyer and seller 
together. It will aid in the selection of local 
agents, it will give advice and attention to 
traveling representatives, and will render in- 
numerable other valuable services to the mer- 
chant and capitalist in the mother country. 

England and Germany have long recog- 
nized the advantages of branch banking, and 
have circled the globe with a chain of banks 

whose avowed purpose it is 
Acthrities of Branches (^ increase and develop the 
of toretin Banks ^ , ^ ^t ^« 

trade of the mother coun- 
tries. In the charter of the Deutsche Bank 
(Paragraph II), this purpose is clearly de- 
fined as follows : "The object of the company 
is the transaction of all sorts of banking busi- 
ness, particularly the fostering and facili- 
tating of commercial relations between Ger- 
many and. the other European countries and 
overseas markets. . . .'* The branches of 
this bank and of four other German banks 
number 40 in South America alone, an aver- 
age of 8 branches for each bank. English 
banks have established themselves in even 
greater proportion, 40 English institutions 
being represented in South America by 1,325 
branches. 

The branches of English and German 
banks have faithfully adhered to the purpose 
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for which they were founded, and have la- 
bored indefatigably and successfully to fos- 
ter the trade of England and of Germany. 
To expect that at the same time they would 
foster the trade of a large and powerful com- 
petitor would be unreasonable; the service, 
therefore, that they have rendered the United 
States has been purely perfunctory and de- 
void of any desire to further the interests of 
this country. 

So that we might have proper banking 
connections abroad to protect and further our 
interests, a provision was inserted in the Fed- 
eral Reserve Act permitting na- 
tional banks with a capital and ^/^^^^^of 

t £ A, ^ American Banks 

surplus of $1,000,000 or over to 

apply to the Federal Reserve Board for au- 
thority to establish branches in foreign 
countries or in dependencies of this country 
"for furtherance of the foreign commerce of 
the United States." This privilege was 
quickly taken advantage of by the National 
City Bank, and in November, 19 14, the first 
branch ever established abroad by an Ameri- 
can bank was opened at Buenos Aires, Ar- 
gentine Republic. Branches of the same in- 
stitution followed soon afterward at Rio De 
Janeiro, Santos and Sao Paulo (Brazil), and 
late in 191 5 Montevideo (Uruguay) and Ha- 
vana were added to the list. Arrangements 
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have also been concluded whereby the Na- 
tional City Bank will open branches in Chile, 
probably at Santiago, Valparaiso, Concepcion 
and other places. 

It is felt by some that the branches of in- 
dividual banks will not serve the commerce 
of the country as disinterestedly or as well 
as would a separate institution dedicated en- 
tirely to foreign trade and not controlled by 
any group or interest. It has therefore been 
proposed in Congress that the National Bank- 
ing Law be amended so as to permit national 
banks to subscribe for and hold stock in a 
bank organized for the special purpose of 
doing a banking business with foreign coun- 
tries. Since participation in the institution 
would be by banks in all parts of the country, 
its character would be non-sectional, and it 
would have no motive for favoring one local- 
ity at the expense of others. 

The Federal Reserve Act, beneficial as it 
has been in widening the scope of our bank- 
ing facilities, will not of itself be instrumen- 
tal in gaining for the United States prestige 
in foreign markets. The improvement in our 
banking facilities must be supplemented by 
improvement in credit facilities, in shipping 
facilities, and by industry and keen applica- 
tion on the part of our merchants. We have 
been inclined to place too much faith in the 
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permanency of the trade that has come to us 
through the war, whereas in reality this in- 
creased trade is only accidental and will dis- 
appear when the war is ended unless in the 
meantime we insure its permanency by 
painstaking effort and study. We must study 
the foreign field as the Germans and the Eng- 
lish have studied it, we must train our young 
men in commerce, banking and languages, 
and we must develop a broad and far-sighted 
commercial policy that will build carefully 
and painstakingly for the future in disre- 
gard of the immediate, passing benefits of the 
present. 



Part II 

BANKING FOR 

FOREIGN TRADE 



PREFACE 

THIS brief treatise aims to describe 
from the banker's point of view, but 
in non-technical language, the main 
features of banking organizations and bank- 
ing operations in connection with foreign 
trade. Inasmuch as Mr. deLima's treatise, 
which forms Part I of this text, ably discusses 
American financial practise as it affects the 
exporter of merchandise, I have confined my 
attention to foreign practise and to certain 
general problems of international finance. 
The first three chapters are devoted to bank- 
ing conditions and methods in other countries, 
both creditor nations and debtor nations. The 
remaining four chapters take up in turn bank- 
ing service to exporters ; foreign exchange and 
foreign investing. 

In compiling the subject matter the writer 
has had in view, particularly, a desire to re- 
move the wrong impression which exists in 
so many minds, that there is something very 
complicated in foreign business or in foreign 
banking operations. Stripped of technical de- 
tails, such operations are the same kind of sim- 
ple, common-sense propositions that occur 
daily in our domestic trade. They should not 
remain wrapped in the mystery that f requent- 
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ly surrounds them in the minds of the unini- 
tiated. 

The writer wishes here to record his great 
admiration for and indebtedness to Mr. Max 
May, Vice-President of the Guaranty Trust 
Company of New York, to whom this work is 
respectfully dedicated. 

J. S. 



Banking Organization in Great Britain 

INASMUCH as Great Britain's foreign 
trade, for the past generation, has been by 
far the greatest of any country in the 
world, it is essential to study carefully in 
what manner and to what extent these trade 
operations of the British Empire have been 
fostered and financed. The growth of Brit- 
ish trade has developed on the basis of two 
fundamental ideas: 

1. Trade is best left to the ingenuity of the 
individual, unhampered by governmental re- 
strictions of any kind. There has never ex- 
isted in England the tendency toward a regu- 
lated foreign trade policy which 'has existed 
in many other countries. Everything has been 
left to the enterprise of the individual in free 
competition with other manufacturers, each 
working along his own lines and with his own 
capital and backing. 

2. Trade which could not exist on its own 
merits should not be artificially fostered. 
This, of course, is part and parcel of the Brit- 
ish doctrine of free trade. It was easy for 
Great Britain to adopt this policy in 1830, 
at which time all other nations in Europe 
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were much exhausted while she was practi- 
cally the only country in possession of impor- 
tant shipping facilities and of labor-saving 
machinery. The British manufacturer was 
the first to realize that large turnover is the 
basis of cheap production. For this reason he 
manufactured on a vast scale, scattering his 
output throughout the world; and he discov- 
ered, as a result of this policy, that he was 
able to sell his goods cheaper than his com- 
petitors notwithstanding the fact that he was 
often obliged to pay higher wages. 

Whereas the rapid growth of Great Brit- 
ain's commerce formerly tended to confirm 
the feeling that foreign trade was best car- 
ried on along natural lines without any re- 
strictions whatsoever, in more recent times 
the increasing competition of other countries 
has tended to shake this conviction. Judging 
from the general sentiment prevailing today, 
it would seem that after the war Great Britain 
would adopt a tariff policy on a basis entirely 
different from her practise in the past. 

Also there can exist little doubt that in the 
future British banks will play a far more 
prominent part in the development and sup- 
port of British foreign trade than they have 
previously done. The British banking system 
may be roughly grouped into the following 
divisions : 
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1. London and provincial joint stock 
banks. 

2. British and colonial foreign banks. 

3. Merchant bankers and acceptance 
houses. 

4. Private bankers and investment 
houses. 

5. London branches of foreign banks. 

6. Dealers in bullion and in pre- 
cious metals. 

There are in London 16 banks that are mem- 
bers of the London Clearing House. This 
membership privilege is closely guarded and 

it is practically impossible for . . ^ , ^ . 

^u u I ^ u u Jotnt Stock Banks 

other banks to become members 

of this organization, although the broaden- 
ing of the membership privilege would un- 
doubtedly greatly simplify the transaction of 
London's daily financial business. These 
bankers are the depositaries of the nation's 
surplus funds and the amount of money at 
their disposal is very great indeed. In addi- 
tion to the London banks there are about 25 
highly important banks in the provinces and 
in Scotland and Ireland, besides numerous 
smaller institutions. 

In normal times, the deposits of these large 
joint stock banks, more particularly those of 
London, represented not only the surplus 
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funds of Great Britain, but those of the 
whole world; for London, by virtue of its 
having been the only absolutely free gold 
market and money center of the world, was 
under normal conditions the place where 
money from all parts of the world naturally 
collected. 

The management of these British banks has 
been characterized by extreme conservatism. 
Up to about 15 years ago none of them direct- 
ly participated in foreign trade operations. 

They did not even have foreign 
Thm Conservatism departments ; they did not issue 
in Forei^ Banking ^ • 1 1 ^ ^£ j-^ 

commercial letters of credit 

available for time drafts; they kept no ac- 
counts abroad from which the requirements 
for the foreign trade of their customers might 
be satisfied. Such business was usually han- 
dled through the intermediary of a broker 
by one of the private or foreign bankers in 
London. In recent years, however, this policy 
has been modified and in many instances the 
foreign departments have grown even more 
rapidly than the domestic ones. 

Two reasons account for the tardiness in 
the development of foreign banking functions 
in these institutions : first, the bulk of interna- 
tional business used to be financed in pounds 
sterling and there was really no need for Lon- 
don bankers to take a trading interest in for- 
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eign exchange transactions; second, the big 
banks had always considered it to be their 
foremost and only function to accept deposits 
and to invest the money thus received in the 
most conservative and liquid manner. The 
safest and most liquid investment is the bank- 
accepted commercial bill of exchange, and 
this became the form of investment for ap- 
proximately 60 per cent, of British banking 
funds. Since the joint stock banks them- 
selves did not place their acceptance on bills 
to any great extent and this business was 
concentrated principally in the hands of the 
large merchant banking firms in London, 
it is manifest that these firms' acceptances 
always found a ready market with the joint 
stock banks. The principal direct way in 
which British joint stock banks assisted the 
country's foreign trade was through the lib- 
eral granting of loans and overdrafts to cus- 
tomers with whose financial and moral re- 
sponsibility they were well acquainted; par- 
ticularly in the country districts were the 
banks liberal in extending the necessary fa- 
cilities. 

The colonial and foreign 
banks established with British Jj^^ ^^^^^^"^"^ 
capital and operating all over *^^ ^^ * 
Ae world are the principal agencies through 
which British foreign trade is financed. A list 
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of the leading banks of this class appears on 
the page opposite. 

Practically all the colonial mercantile 
houses maintain buying agents or agencies of 
their own in London. These agents fill the 
orders that come in periodically and know 
exactly through what bank their overseas pur- 
chaser is accustomed to transact his business. 
The procedure is as follows: A draft is drawn 
on the customer in Bombay, Calcutta or Mel- 
bourne, as the case may be ; the draft itself usu- 
ally specifics through what bank it is payable. 
The agent or exporter takes his draft, with 
shipping documents attached, to the London 
correspondent or branch of this designated 
bank and there discounts it, with or without 
recourse, in accordance with terms that have 
been previously arranged. 

The American exporter has frequently com- 
plained that he is not in a position to sell his 
draft without recourse when he presents it to 

an American institution. Super- 

How Th^y ficially, it would appear that in 

Accommodate ^^ ^ ^, . ^ ^^ t^ •.• ^ 

Bi^er and Seller "^^"^^^ ^^ *^S ^^^"^^^ *^ ^^^^^^^ 

bank is more liberal than the 

American bank, but this is not strictly correct. 

The accommodation is really granted not by 

the British exporter's own bank but by his 

customer's bank. For example, an Australian 

bank with an office in London maintains the 
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Brttish Colonial and Foreign Banks 

Deposits 

Canada Jan., igis 

Bank of British North America :Sio»757,ooo 

Bank of Montreal (including circulation) 45,163,000 

Canadian Bank of Commerce 371^96,000 

Dominion Bank 11,915,000 

Royal Bank of Canada 27,779,000 

Union Bank of Canada not published 

India 

Chartered Bank of India, Australia k China... 18,617,000 

Hong Kong k Shanghai Banking Corporation 

Mercantile Bank of India, Ltd 5,152,000 

National Bank of India, Ltd 16,392,000 

China 

Chartered Bank of India^ Australia k China . . . 17,128,000 
Hong Kong k Shanghai Banking Corporation 

(silver dollars) 315,229,000 

Mercantile Bank of India S>303»ooo 

South Africa 

African Banking Corporation, Ltd 5,085,000 

National Bank of South Africa, Ltd 20,832,000 

Standard Bank of South Africa, Ltd 25,771,000 

West Africa 

British Bank of West Africa, Ltd 2,481,000 

South America 

London k River Plate Bank, Ltd 21,978,000 

Anglo South American Bank, Ltd 7i973>ooo 

British Bank of South America, Ltd 7,281,000 

London k Brazilian Banl^ Ltd 8,395,000 

Egypt 

Anglo Egyptian Bank, Ltd 5,145,000 

National Bank of Egypt 3,146,000 

Agricultural Bank of Egypt -6,570,000 

Australasia 

Bank of Australasia 23,859,000 

Australian Bank of Commerce, Ltd 3,016,000 

Bank of New South Wales 38,778,000 

Bank of New Zealand 18,741,000 

Bank of North Queensland, Ltd 1,175,000 

Colonial Bank of Australasia, Ltd 4,183,000 

Commercial Banking Company of Sydney 2,5,071,000 

Commonwealth Bank of Australia 8,574,000 

English, Scottish k Australian Bank, Ltd 7,059,000 

London Bank of Australia, Ltd 5,151,000 

National Bank of Australasia, Ltd 11,081,000 

Queensland National Bank, Ltd 7,592,000 

Royal Bank of Australia, Ltd 2,541,000 

Union Bank of Australia, Ltd 23,595,000 

Bank of Victoria, Ltd 7,277,000 

Commercial Bans of Australia, Ltd 6,653,000 

National Bank of New Zealand, Ltd 4,740,000 



8o FOREIGN TRADE 

London office only for reasons of convenience 
and nationality. In negotiating a draft which 
is to be accepted, it is practically discounting 
its own customer's secured and indorsed note ; 
the only difference is that instead of discount- 
ing it at the home office, it is discounting it at 
the port of shipment. This is a transaction 
which any bank would perform for its own 
customers. 

There exists no real competition as regards 
terms between the British colonial banks. All 
the banks operating in one country customar- 
ily pool their rates from time to time. All the 
South African or all the Australasian banks, 
for instance, publish the rates at which they 
are buying sight, 60 and 90 days' drafts on 
their respective territories, or the rate at which 
they will sell telegraphic transfers. 

It deserves attention that the deposits of 
these banks are to a great extent time deposits, 
carrying considerably higher rates of interest 

than the ordinary deposits of the 

Deposits joint stock banks. For instance, 

argey tme j^^jjy ^f jj^^g^ fe^nks have made a 

practise of allowing 4 per cent, for deposits 
for a period of one year. By attracting de- 
posits of this nature, they have been able with 
safety to finance the requirements of foreign 
trade which frequently involve the lockup of 
money for a considerable period of time. 
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In most of the British colonies a gold stand- 
ard prevails, and the eventual trade balances 
are adjusted by the shipment of gold to and 
from these colonies. In the case of India, 
where silver circulates extensively, the Brit- 
ish government regulates exchange by the 
periodic sale of rupee bills (thus providing re- 
mittances to India) and by the coining of the 
necessary silver when the circulation move- 
ment requires it. In order to maintain Indian 
currency on a sound basis the Indian govern- 
ment maintains a gold reserve, and additional 
gold is from time to time earmarked at or 
released from the Bank of England in accord- 
ance with the requirements of the situation. 
To China, where the silver standard reigns 
supreme, shipments of silver are made in ex- 
change for gold, or vice versa, as conditions 
warrant. The Chinese monetary system is dis- 
cussed at greater length in another chapter. 

Since London is the world's financial cen- 
ter, and is also a free port, it is logical that 
merchandise orders should congregate there 
just as the world's surplus 
cash flows to that city. There y^^*««^ ^^»*^* ««^ 

. ^ . T J Acc^tance Houses 

exist m London numerous 

mercantile or commission houses that make it 

their business to handle foreign orders on a 

commission basis. These commission houses 

originally worked along the same lines that 
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are followed today in New York and other 
American cities, but in the course of time they 
found that their services were frequently re- 
quired for financing and some of them grad- 
ually developed into that class of houses known 
in Great Britain as "merchant bankers." 

These firms were willing to pledge their 
own credit, in the form of acceptances or by 
indorsement, in order to finance the imports 
and exports of their customers. In the course 
of years some of them became specialists in the 
financial phases of their business and consid- 
ered the merchandise end as a side line only, 
whereas others still continue to devote their 
chief efforts to merchandising and shipping 
activities. Some of the best known merchant 
bankers in London arc: 

William Brandt's Sons & G). 

C. J. Hambro & Son 

Frederick Huth & Co. 

Kleinwort Sons & Co. 

Rail! Brothers 

A. Ruifer & Sons 

J. Henry Schroeder & Co. 

Previous to the outbreak of the European? 
war, the acceptances of such houses as these 
were current in the London market in enor- 
mous sums. The credit of these houses stood 
so high that their signature was accepted for 
discount everywhere and they did not even 
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make a practise of publishing any details re- 
garding their own financial status. 

The functions of the private and invest- 
ment bankers were usually to pave the way, 
by financial loan operations or development 
schemes, for British trade and 

British capital to gain a sound ^^^^^ ^'^^ ^ ^ 
e . . ^A . f . investment Bankers 

lootmg m the various foreign 

territories. A few of the principal firms in 

this group follow: 

Baring Bros. & 0>., Ltd. 
Brown Shipley & Co. 
Coutts & Company 
Samuel Montague & Co. 
Morgan Grcnfell & Co. 
N. M. Rothschild & Sons 
Speyer Brothers & Co. 
Wernher Beit & Co. 

In. the case of such houses as Rothschilds, 
the transactions were usually confined to the 
granting of loans to foreign governments. 
This house has long been identified with the 
finances of Brazil, Chile, Russia to some ex- 
tent, and others. British trade always bene- 
fited by these loan operations, for the proceeds 
were in most cases used for works of a pro- 
ductive nature, and in the purchase of ma- 
terials the preference is given to the lending 
people. As a matter of fact, the placing of 
the purchases is often left to the discretion 
of the loan-contracting banker. 
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Houses of the type of Wernher Beit & Co, 
operate along different lines. They have been 
more interested in mining and development 
schemes; but in this case also, British trade 
has almost always derived benefits. New ter- 
ritories have been opened up and new enter- 
prises of all sorts have been established, for 
which a large portion of the needed materials 
were supplied by British manufacturers. 

There are numerous foreign banks that 

maintain branches in London. As it is the 

financial center of the world, London's money 

market is normally a very 

Foreign Bants with ^^^^^ ^^^ ^„j ^^^ average pre- 

Branches tn London ... . • t t 

vaihng money rate is low. In 

other countries loanable money is frequently 

scarce and generally rules on a much higher 

level.* It has, therefore, been an advantage 

for these foreign banks to establish themselves 

in London where they can obtain the use of 

money at low interest rates. 

An equally strong reason for establishing 

London branches is the fact that international 

commercial transactions have been customarily 

financed by London bankers' acceptances. It 

was to avoid the payment of this acceptance 

*An exception is France, where the Bank of France 
has maintained low rates for the benefit of domestic com- 
merce. But as the French market is not a free money — 
or rather gold — market, this is hardly a fair comparison. 
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commission that many foreign banks opened 
branches of their own in London. They rea- 
soned that if once they were established, their 
London ojfices would be in a position to ac- 
cept on behalf of their domestic customers, 
just as the London acceptance houses had done 
in the past. This hope has always proved too 
optimistic; for even in the best of times the 
acceptances of foreign institutions have never 
been discounted in the London market on the 
same conditions and in as large amounts as 
those of British institutions and firms. 

The principal foreign banks having 
branches in London prior to the European 
War were the following: 

France 
Credit Lyonnais 

Comptoir National d'Escompte de Paris 
Societe Generale 

Societe Generale de Credit Industriel & Com- 
mercial 

Germany 
Deutsche Bank 

Direction der Disconto Gesellschaft 
Dresdner Bank 

Austria 

Anglo-Austrian Bank 
Oesterreichische Laenderbank 



Italy 

Banca Commerciale Italiana 
Credito Italiano 
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Switzerland 
Swiss Bankverein 

United States 

Equitable Trust Company of New York 
Fanners Loan & Trust Company 
Guaranty Trust Company of New York 
International Banking Corporation 

South America 
Banco de Chile 
Banco Espanol del Rio de la Plata 

Russia 
Russian Bank for Foreign Trade 

The principal firms dealing in bullion and 
precious metals are: 

Mocatta & Goldsmid 
Pixley & Abel 
Sharp & Wilkins 
Samuel Montague & Co. 

Through their hands passes most of the gold 
and silver that is regularly consigned to the 
London market, to be distributed from there 
throughout the world. 

In the following chapter the methods em- 
ployed by the banks of other European coun- 
tries in financing foreign trade are explained. 
It is, however, important to point out here 
that fundamentally there exist only two meth- 
ods. One is the individualistic method of 
Great Britain; the other, the highly concen- 
trated and intensely organized method of Ger- 
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many. All other methods vary only in detail 
from these two. It is inadvisable, moreover, 
to pass judgment quickly on either of these 
methods and to state that one is better than 
the other. Theoretically, the British method 
of trade financing and of foreign financial de- 
velopment appears to be the sounder. We all 
know, however, that the German method has 
developed a wonderfully effective organiza- 
tion. 



II 

Banking Organization in Ck>ntinental 

Europe 

EVEN German economists will agree 
that theoretically the British banking 
system for overseas trade is sounder 
than Germany's. The undertakings of some 
of the big German financial groups, though 
of great benefit to the nation's foreign trade, 
cannot with the widest stretch of terms be 
called banking transactions. Had they not 
been so carefully thought out to insure suc- 
cess and had they not been morally backed 
by the government, the consequences might 
have been disastrous to Germany's banking 
fabric. There are numerous instances in 
which commercial business has been carried 
entirely on the bank credit. There are many 
cases in which banks have participated heavily 
in new ventures — ^mining and development 
schemes — involving a more or less permanent 
investment With the large capitalization of 
the German banking institutions it has been 
possible to go a long way in this direction 
without inviting serious criticism. 

A series of amalgamations and groupings 
of German financial institutions has taken 
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place during the last 15 years. Originally in- 
tended to cut down competition and to bring 
about economies in working expenses, amal- 
gamation gradually developed into an easy 
way of increasing capital and making prepa- 
rations for handling so-called financial trans- 
actions on a broader scale. 

Whatever may be said against the German 
system of working hand-in-hand with the na- 
tional manufacturing and trading interests for 
the development of trade and the creation of 
new markets, in practise it has worked admira- 
bly. It may truly be said that German for- 
eign commerce owes its present status princi- 
pally to the exertions of its leading banks. 

The German banks have never had the huge 
deposits at their disposal that the great banks 
of Great Britain and France possessed. 
Therefore, they attacked the for- 
eign trade problem in an entire- ^^^ German 
ly different manner. They have iZLJi^^ 
acted as mtermedianes on a large 
scale and have always stood ready to pass over 
their commitments — ^whether bills of ex- 
change, loans or foreign securities — to anyone 
else as soon as they could do so with advantage. 
As an illustration of the tendency on the part 
of the big banks in Germany to act as inter- 
mediaries in all their operations, the follow- 
ing practises may be cited: 
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1. Discounts — German banks rediscounted 
German bank acceptances and commercial pa- 
per on a very large scale in the London and 
Paris markets. In order to make this busi- 
ness more attractive to the bankers in London 
and Paris, the German banks instead of sell- 
ing this paper outright, would borrow abroad, 
giving the paper as collateral, and would 
themselves assume the risks of exchange. 

2. Stock Exchange Loans — German banks 
were regularly borrowers of funds in other 
markets to carry securities in their own market, 
frequently paying very attractive rates for 
such loans which had one month to run — 
this being the duration of the account in the 
Berlin market, as all speculative transactions 
there are settled at the end of each month. 

3. Foreign Loan Operations — By virtue of 
their capital strength the German banks were 
able to participate largely in foreign loan ne- 
gotiations. They would guarantee to take the 
whole or a large proportion of a loan and 
stipulate certain benefits that would incident- 
ally accrue to German industries. Frequent- 
ly the German public was not able to absorb 
these loans to any great extent and the banks 
then gradually liquidated them by selling the 
bonds in the markets of London, Paris and 
Amsterdam. 

In Great Britain it has been considered un- 
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sound for banks to incur the contingent liabil- 
ity that such transactions usually involve, but 
it is probable that after the termination of the 
European war, Great Britain will follow more 
closely in Germany^s footsteps in this respect. 
An indication of this change in British bank- 
ing policy is the recent creation of a British- 
Russian financial corporation and a British- 
Italian financial corporation. The purpose of 
these new companies is to facilitate trade re- 
lations between the respective countries and 
to transact such bigger financial and loan op- 
erations as may be desirable from time to 
time. The promoters and principal stockhold- 
ers in each of these new corporations are three 
of the biggest London joint stock banks. It 
is without precedent for a British bank to use 
any of its funds in a venture of this nature, and 
this step would seem to imply that Great 
Britain intends using her full banking strength 
to retain and increase her hold on interna- 
tional trade. 

There are in Germany four so-called 
"great banks," and they have been 
of preeminent importance in the Sf^^^^ 
development of the German export ^^^^^«^*^ 
trade. These banks are: 

Deutsche Bank 

Direction der Disconto Gesellschaft 

Dresdner Bank 

Bank fiir Handel & Industrie. 
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Each of these banks is the nucleus of groups 
of other institutions with which it is closely 
allied, frequently through stockholdings and 
interchange of directors. The first three in- 
stitutions maintain branches of their own in 
all the principal cities of Germany and have 
in addition agencies in London. These Lon- 
don agencies were established for the reason 
outlined in the previous chapter, and not out 
of a mere desire to establish agencies every- 
where, in the belief that such policy would 
facilitate Germany^s foreign trade. In those 
countries in which trade development was 
contemplated and was considered feasible and 
profitable, it has been rather the policy of Ger- 
man bankers to establish separate institutions 
controlled by the home banks. 

In aiding German commerce all these banks 
have been extremely liberal in the facilities 
granted to their customers. The methods em- 
ployed are simple, being devised principally 
to avoid unnecessary lockup of funds and to 
make loans, wherever feasible, in a liquid 
form through the granting of acceptance cred- 
its. A German exporter, for example, would 
forward to his banker his various foreign col- 
lections ; the bank would allow its customer to 
borrow up to a certain percentage of the col- 
lections outstanding. This loan would not be 
made in the form of a cash payment but would 



The Thi 










DIRECTH 


































SCHAFl 










^Xmo 


s=ss 


-^ 


!=S 




ItoDi'iik 


a 


^^" 










AfBl^loni 














ADiiwUmi 


B^^^ 


AttKT 


.ts. 


)-^ 


bS^.U 




















C.nli. B.nt 














BruwH 






,6i/«ofl«M 


At«cy 




«.d 






(ij Bench..) 




nVd^BiTk 


^rss 


;?« 


1 "f?.% 




,.^^>J 




J« Bt.nclic) 








Sudd^l-l., 




"S- 






luir 


(Sritr, 




(ic'Bri;.d.W 




^'"'isr''' 






!|^^ 
































DutKh. 


"iliu.d 






B.i.k 


Swlh 


f;^i^*"^?l 


r« 


V^E. 






Anuria 


'^^'n'll^' 




HS 


siiis; 


K^iTiii 


,'S£. 


Thii.ri.Ht. 


T^S 


"■"'iik'"' 




lUBJd^^J 


;«=.■; 




iceo. 












.r. 


l.t^ri.cbn) 


.S£ 


Wu™=,b.,. 


^ 




i§ 


.sSs, 


'b.'lT' 


AiMo 






W^^l 


..«». 










"!'«": 


H.»i* 


V^i.rtSnl 






(Wc'l'to.l 


■'K'.-;'' 




ffiS 








S'S:^ 




























^jiojiooM 










;s'is 


Makk^blS 








(,;Bt.-d.i.} ,-,-B;;;;i„-, 


.. *«^ . 





















< «r 



••o ( 



(^ • 



« 



«>• 



FINANCING 93 



usually be available to the merchant in the 
form of 90 days' drafts which he would be 
authorized to draw on the bank and which 
would be accepted by the bank. These drafts 
in turn would be discounted by the merchant 
through a broker in the local discount market. 
The German manufacturer naturally is 
obliged under normal conditions to import 
large amounts of raw materials from all parts 
of the world and the Ger- 
man banks are always pre- Letters of Credit and 

J . t ^1. J-. Retchsmark Exchange 

pared to extend the credits 

necessary for this purpose in the form of let- 
ters of credit. Originally, the drafts drawn 
against such letters of credit had to be drawn 
on a London acceptance house in order to 
make them marketable. The next step, taken 
some years ago, was to have the draft drawn 
wherever possible on the London agencies of 
the German banks. In recent years, as the 
importance of the German institutions has 
become better appreciated, these banks en- 
deavored through their numerous afBliations 
to create a direct reichsmark exchange in ail 
parts of the world where they set foot. In 
this manner it gradually became possible in 
many instances to avoid paying the toll to 
the London intermediary, and in addition 
greater prominence was given Germany as 
a financial market. 
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It would be hazardous to predict what the 
situation will be after the immediate effects 
of the European war have disappeared, but 
it is probable that German exporters will do 
all in their power to make themselves entirely 
independent of the London financial markets. 
Assuming that the international credit of Ger- 
many and its banks remains unshaken, they 
will undoubtedly endeavor to finance such 
business on the basis of their own exchange 
and in their own currency. If this credit 
should prove to have been shaken too rudely 
to transact business along these lines, they will 
probably seek the assistance of one of the na- 
tions that has not been embroiled in the Euro- 
pean struggle and is financially strong. 

There is very little in the methods employed 
in France for financing its foreign trade that 
requires special mention. In the first place, 

France has hardly been an ac- 
French Banks Assist jj^^ competitor in the world's 

the otnall 1 raaer i ^ ^ • • « 

markets except m some special 

lines, such as glass, chinaware and certain 
sorts of machinery. On the other hand, 
France is normally a large exporter of lines 
in which there is little effective competition, 
such as wines, silks and certain woolen fab- 
rics. Its manufacturers and merchants as a 
rule are financially strong. And it is one of 
the features of French banking that the small 




CAPITALIZATION IN FRANCS. 

. .1,. n.nn.ii. dc Parl> mnd d" P»y' "■•■ ' 



f 



FINANCING 9S 



trader finds it easier in that country than any- 
where else to obtain accommodation on rea- 
sonable terms. 

In this connection it is interesting to note 
that the Bank of France, the central banking 
institution of the country, discounts readily 
notes and bills for amounts of $5 and less ; inr 
deed, the bills or notes in amounts of not more 
than $20 form a great part of its portfolio. 

The French banks are usually prepared to 
finance exports by any of the following meth- 
ods: 

1. By discounting the customer's 
documentary draft on the foreign point. 

2. By making advances on a certain 
percentage of the collections outstand- 
ing. 

3. By opening credits with foreign 
correspondents abroad on behalf of the 
customer. 

Before the European war Belgium was one 
of the most highly developed industrial coun- 
tries in Europe. Its banks were numerous 
and powerful in comparison with 

the size and population of the ^^i^n Banks 

mi. u I Numerous and 

country. These banks were ac- Po^^rfi^i 

tive in many branches of finance, 

but in almost every instance apparently 

the furtherance of the national interests 
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was the primary motive of their foreign 
transactions. 

For instance, the trade between Belgium 
and the River Plate had been for genera- 
tions of the greatest importance and was 
very beneficial to Belgium. In order to 
enable this little country to compete suc- 
cessfully with some of its bigger and more 
powerful neighbors, the Belgian banks were 
frequently obliged to extend large credits 
to their customers. Quantities of wool and 
grains were shipped from Argentina to Ant- 
werp, and the Buenos Aires market became 
a large consumer of Belgium's products, es- 
pecially of steel, machinery and glass. On ac- 
count of the growing volume of reciprocal 
trade between Belgium and certain markets, 
particularly the River Plate and Kongo Free 
State, Belgian houses established agencies 
abroad, and a large part of this business was 
handled on the basis of open accounts, the 
home firm obtaining the necessary funds 
through blank credits from its local banks. 
The imports were usually handled by means 
of the customary letter of credit. 

A particularly strong feature in Belgian 
trade has been the manner in which the banks 
have educated the Belgian public to invest in 
the securities of foreign countries and corpora- 
tions in which Belgian capital was interested. 
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The telephone system and many of the tram- 
ways in South American cities were built with 
Belgian material and Belgian capital, and the 
stocks and bonds of these companies were 
generally placed in Belgium. Similarly, Ant- 
werp was one of the first markets in which the 
so-called "cedulas" of the Argentine Republic 
(land mortgage bonds guaranteed by the gov- 
ernment bank) found a ready reception. All 
this was done largely in the interest of Bel- 
gian trade, and it may be safely asserted that 
without such general cooperation of the banks 
and the people, Belgian foreign commerce 
would never have attained the important po- 
sition which it held in 19 14. 

Holland is principally an agricultural coun- 
try and in normal times its manufactures are 
of minor importance. It is an exceedingly 
wealthy country, and its principal 
source of wealth is its East Indian £^^^* ^f?f^ 

I . .. t t 1 Banking Chtefly 

colonies which produce large ^ti, Colonies 

quantities of petroleum, tin, tea, 
coffee, sugar, rubber, tobacco, indigo, spices 
and quinine, and which are in turn among 
the world's greatest consumers of cotton 
piece goods, hardware and other manufac- 
tures. 

The chief effort of the Dutch banks has al- 
ways been to prevent this trade from falling 
into foreign hands. Consequently, a great 
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portion of the produce sales takes place in 
the Amsterdam market, and similarly, a con- 
siderable percentage of the orders for manu- 
factured articles necessary in the East Indies 
are placed in Holland itself. 

There are no specific features in which the 
methods employed by Dutch banks in facili- 
tating foreign trade differ from those em- 
ployed elsewhere. The currency used in the 
colonies is identical with that in the mother 
country, with the one exception that on ac- 
count of the large colored population and its 
low standard of living the principal circula- 
tion is in the form of silver coins. In fact, 
up to about ten years ago all sorts of foreign 
silver coins were current in Sumatra as they 
are today in China. 

Holland has numerous banks and kindred 
institutions, nearly all of which are conserva- 
tively managed and do a diversified business. 
Yet they do not figure in internatioal finance 
to the same extent that similar institutions of 
other countries do. This must be ascribed pri- 
marily to the fact that they work largely with 
their own capital and do not have the large 
deposits that banks in other countries have. 
The Dutch, though wealthy, do not place their 
money on deposit with the banks to any great 
extent. They either deposit it in a savings 
bank or invest it in securities. 
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There are three principal Dutch colonial 

institutions, which are en- ^ , ^ , . , »> , 
J ' n 11 Dutch Colontal Banks 

gaged in financing as well as 

in trading operations. These institutions are : 

The Netherlands Trading Society — twenty- 
three branches in the Dutch East Indies, two 
in the Straits Settlements, one in British India, 
two in China and one in Dutch Guiana. 

The Netherlands India Commercial Bank — 
thirteen branches in the Dutch East Indies, 
one in the Straits Settlements and one in China. 

The Netherlands Indian Discount Co. — ten 
branches in the Dutch East Indies. 

Each of these companies carries on financial 
operations in the widest sense of the word, in- 
cluding ownership of plantations, financing 
consignments of merchandise, the financing of 
crops in the field and marketing the crops. Of 
late years, however, the tendency has been to 
confine business as much as possible to purely 
banking operations. 

The products of the East Indies are diversi- 
fied and are very valuable. The banks are 
liberal in granting the necessary facilities and 
receive payment either through commercial 
drafts representing the sale of produce or 
through the actual selling of the produce it- 
self in European markets. 

The sugar crop has been marketed princi- 
pally in London and the shipments have been 
made as a rule under sterling letters of credit: :v-; 
Tobacco, tea, rubber and spices are almost eri-" I ' t 
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tirely consigned to the owners or to the financ- 
ing bankers in Amsterdam, and are there sold 
in public auction. These auctions attract buy- 
ers from all over the world, and are of con- 
siderable benefit to the country generally. 

As a alight digression it may not be out of 
place to mention that since the outbreak of 
the European war, two Dutch companies have 
established direct steamship lines between the 
East Indies and our Pacific Coast and between 
the East Indies and New York by way of the 
Panama Canal or Cape of Good Hope, thus 
opening a way for creating a direct market 
for these valuable products in the United 
States. Most of the staples produced in the 
Dutch East Indies are used in our daily con- 
sumption, whereas such manufactured articles 
as we are able to produce on a competitive 
basis are in perpetual demand in those lands. 
It would seem that the possibility of recipro- 
cal trade with the Dutch colonies rests on a 
sound basis. It is gratifying to note that, ac- 
cording to the statistics published by the 
Bureau of Foreign and Domestic Comnierce, 
our direct imports of rubber from the East 
Indies for the period July i, 191 5, to March 
31, 19 1 6, have amounted to 83,199,316 pounds, 
valued at $46,524,551, compared with 14,028,- 
: r 940 pounds, valued at $6,783,925, for the cor- 
: Responding period of the preceding yean 
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Financial Conditions in Debtor 

Countries 

UP to this point we have discussed only 
the banking organizations of the Eu- 
ropean nations which under ordinary 
conditions are the chief competitors of this 
country in the sale of manufactured goods in 
the "capital-poor" or debtor countries, that 
are classed rather as international markets 
than as producer^ of manufactures. This 
chapter is to deal with the conditions un- 
der which the banks that finance foreign 
trade must operate when they enter these 
markets. 

It would be impossible to treat fully all 
the countries to which manufactured goods 
are exported. For our pur- 
pose it is sufficient to select JJ^^ ^""f 

*, - ^ J , ^ Markets for 

the three great debtor regions Mannfactured Goods 

— Central and South Amer- 
ica, the Far East and Russia — and to discuss 
briefly special features of each which should 
not be overlooked in our consideration of 
banking operations connected with foreign 
trade. 
Broadi]^ speaking^ so far as the banker is 

lOZ 
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concerned, the countries of the world may 
be divided into two groups: 

1. Those that possess a proper currency 
system and in which it is always possible to 
obtain the various forms of banking accom- 
modation, such as loans, exchange and dis- 
counts. 

2. Those countries in which a proper cur- 
rency system is lacking and in which there are 
insufficient banking facilities. 

In most South American countries inter- 
est rates are permanently on a high level, 
and the merchant in good standing finds it 
cheaper and easier to obtain financial accom- 
modation abroad than to arrange 

fankin^^^'' loans through his local banks. 

This is the easier for the reason 
that many of these merchants are closely re- 
lated by ties of blood to European houses. 
Having the facilities in Europe to finance 
their own business, they frequently have op- 
portunities also of acting as bankers them- 
selves in their own localities; hence it is that 
we find in South America so many merchants 
who are at the same time bankers. 

In many of the South American republics 
there exist a number of institutions that spe- 
cialize in granting mortgage loans. The 
land-owner applies to the bank for a loan on 
his property. A valuation is made by the 
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bank's appraisers and 50 per cent, (usually) 
of the valuation is advanced^ generally in the 
bank's bonds, secured by a niortgage on the 
property. These mortgage bonds are known 
as ^^cedulas/' and in some cases, when the 
land-mortgage bank is a govemment institu- 
tion, they are guaranteed by the government. 
These bonds have a fairly broad market in 
their respective countries and have also been 
placed largely with European investors. 

A number of European bond and mort- 
gage concerns have also been established in 
South America to handle this business; they 
place their own bonds in Europe and make 
loans in South America secured by real- 
estate mortgages. The business is a profitable 
one, because interest rates vary from 6 to 12 
per cent. But of course land values are not 
so stable as in the more developed countries, 
and consequently the greatest care must be 
exercised in figuring the values of the land 
that is pledged. The South American conti- 
nent is so vast that it is advisable to speak 
briefly of each of the important countries. 
The products, the trade and the people of the 
ten republics differ in many essential respects. 

The wealthiest republic of South Aiiier- 
ica is Argentina. It is entirely an agri- 
cultural country, and has well-equipped rail- 
roads and good steamship navigation on the 
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River Parana. The Buenos Aires market is 
important and the merchant firms of substan- 
tial responsibility are numer- 
TAe F/w Par/(ir ^^^ Banking facilities are 

Developed Countries . ^. . , . 

ample to supply the needs of 

commerce. The principal institutions in Ar- 
gentina are the following: 

Banco de la Nacion Argentina (Argentine 
government bank). 

Banco de la Provincia de Buenos Aires (pro- 
vincial bank). 

London & River Plate Bank ^ 
British Bank of South America ( ,^ • • i.\ 
Anglo-South American Bank f (British). 
London & Brazilian Bank I 



Banco Aleman Transatlantico 
Banco Germanico de la America \ (German), 
del Sud 



^1 



Banco Espanol del Rio de la Plata (Spanish). 

Banco Frances e Italiano (Italian). 

Banco Holandes de la America del Sud 

(Dutch). 
Banque Italo-Belge (Belgian). 
National City Bank (United States). 

The small republic of Uruguay is estab- 
lished on a sound financial basis, and mer- 
chants there enjoy practically the same bank- 
ing facilities as do our own. 

Brazil is the largest of the South Ameri- 
can republics. A great portion of the coun- 
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try is as yet undeveloped. Its main products 
being coffee and rubber, it is naturally de- 
pendent for its prosperity on these crops. 
There are numerous banks in Brazil, but the 
country's financial status is not on so stable a 
basis as that of Argentina. There exist nu- 
merous banks in the principal ports; indeed, 
it would seem that Brazil is more in need 
of a constant inflow of new capital for de- 
velopment purposes than of banks to finance 
its commerce. 

Chile is the home of "saltpetre," almost 
inexhaustible deposits of which are found 
there. This product forms the principal ex- 
port article of the country. In addition, ores 
and high-grade wool are exported to a large 
extent. 

Peru is the richest South American coun- 
try in minerals. It further contains the 
world-renowned guano fields. It has prac- 
tically no home industries and has to import 
the greater portion of its manufactured ar- 
ticles. 

Both in Chile and in Peru the British and 
the German banks have branches, but, as in 
the case of Brazil, the chief requirement is 
capital for the developnient of the country. 

Ecuador and Paraguay are less developed 
than the other republics. Their climate is 
tropical. Their currency is very unstable. 
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Means of communication are difficult and 
in consequence trade suffers. Bolivia has a 

more stable currency, while 
The Five Undeveloped Colombia and Venezuela 

Republics J J -^i. 

are endowed with great 

natural wealth, but have not enjoyed an 
influx of foreign capital on account of the 
numerous political upheavals and bad expe- 
riences with money loaned to the govern- 
ments. 

The five smaller republics just named are 
financed to a considerable extent by the 
merchant firms that are established there. 
These concerns frequently advance money 
on the security of growing crops, and take 
full charge of the process of shipping and 
marketing the products. On completion 
of the sale of the products in European or 
North American markets, the planters are 
credited with the proceeds remaining after 
repayment of their loans. 

An excellent summary of the situation is 
the following, quoted from the valuable re- 
port on "Banking Opportunities in South 
America," prepared for the United States 
Department of Commerce by William H. 
Lough, now president of the Business Train- 
ing Corporation: 

Most of the South American countries, we 
should keep in mind, are still sparsely popu- 
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lated and have no need for the elaborate ma- 
chinery of trade and finance which exists in 
Europe and North America, The region far- 
thest advanced in its economic development, 
the River Plate Basin, may be roughly com- 
pared to agricultural States like Iowa, Kansas 
and Nebraska as they were 30 years ago. 
Farming methods are usually not economical. 
The small farmers have little money of their 
own, their lands are heavily mortgaged, and 
they are "carried" from one crop to another by 
the local general retailer, who makes advances 
to them both in goods and in money. The re- 
tailer must in turn secure liberal credits from 
wholesalers, who are in their turn partly "car- 
ried" by the banks. There is no clear-cut dis- 
tinction between dealers in commodities and 
bankers, for the dealers are forced to finance 
most of their own sales. Such an arrangement 
of course favors extravagant credits, high 
prices, speculation and crises, just as it did in 
the United States. It is rapidly giving way to 
a more complex organization, in which the 
farmer has funds of his own, does his short- 
term borrowing at a bank, and pays cash for his 
own purchases. 

Without attempting to comment on inter- 
mediate graces of organization, we may consider 
briefly the manner in which trade and finance 
are conducted in the north coast countries. 
This subject has been referred to in connection 
with the Commercial Bank of Spanish America. 
An officer of this institution states that banking 
in the north coast countries is not tq any great 
extent a matter of handling currency or money 
funds. The intermediary system of brokers^ 
merchants and other middlemen between the 
producer and his market, to which we are ac- 
customed, is lacking, and the banker must take 
the place of all of them. He must himself in- 
spect and sell produce. Loans are made, for 
instance, secured by growing crops; the bank 
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sends a man to the plantation to look over the 
coffee or cocoa, or whatever the crop may be, 
and report on its condition and prospects; to 
protect itself the bank sees that it is properly 
prepared for shipment, and takes care of the 
sale in the New York, London or Hamburg 
market. The bank collects the proceeds and 
credits the customer with his share. Interest 
rates run from 8 to 15 per cent, and commis- 
sions for selling from i to 3 per cent. 

Throughout South America a banker to be 
successful must avoid taking too small and nar- 
row a view of his functions. He must have the 
pioneer's willingness to turn his hand to what- 
ever comes up. At least two banks — ^probably 
more — on the west coast are part owners of 
gold mines, thus assuring themselves of a cer- 
tain minimum supply of specie. The banker 
must frequently take the responsibility of de- 
ciding whether goods shall be delivered to 
cbnsignees in spite of technical faults in the 
shipping documents and whether energetic 
measures shall be taken in the collection of 
drafts. He is too far away to seek instructions 
at every turn, and he cannot alwa)rs shift the 
responsibility to some broker or collection 
agency. 

The situation in Central America is similar 
to that in many of the South American re- 
publics. Central American re- 

Central America publics suffer generally from the 
Needs Poltttcal -n. ^ t? 

St bilitv unwillingness of European inves- 

tors to enter into loan opera- 
tions with their governments on account of 
sad experiences in the past. 

In order to put their financial households 
in order, these republics will have to float 
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loans abroad; and until arrangements can be 
made to attain this object there is little hope 
of financial stability. Possibly the United 
States may succeed in an effort in this direc- 
tion, by arrangements similar to those with 
San Domingo and Nicaragua, but it must be 
expected that in case of any such move, the 
European bondholders will put forward their 
prior claims with renewed force. 

The Far East is the portion of the world 
where the cost of living is lowest, where the 
population is densest, and the means of com- 
munication are poorest. The area of the ter- 
ritory included under this head is very ex- 
tensive indeed. We can speak here only of 
the chief independent commercial countries, 
China and Japan. 

Largest and most populous of all the great 
international markets is China. To explain 

fully the monetary habits of the ^ ,. . ^. . 
i^w J ..u -. Banking m China 

Chmese and the system or sys- 
tems in vogue in that country would require 
much more space than is available here. We 
reproduce, however, part of an article bear- 
ing on the subject which recently appeared 
in the Americas^ the official organ of the Na- 
tional City Bank of New York: 

The principal currency of .China is the hard 
coin of bronze with a square hole in the center 
and strung together in joints of a hundred so 
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as to form a full string of a thousand that is 
called "cash." There is next to no silver used 
in everyday merchandising, and very little gold 
in any trade activity. There is some minor 
silver coin in us^. The purchasing value of 
lOO cash is about lO cents. So universal is the 
use of bronze money in villages and small 
towns, that coins of larger denomination can 
hardly be changed by travelers in the interior, 
who must ship along enough cash for a journey. 

The key to foreign banking, as, indeed, to all 
business by foreigners in China, is the compra- 
dore. He is as necessary to the conduct of 
business as an interpreter. He is, in fact, an 
interpreter and confidential agent in all deal- 
ings with the natives. A Chinese merchant 
coming into the bank with a draft proceeds 
immediately to the compradore, who figures out 
all its intricacies which to the foreigner arc 
impossible and pays the man his money. An- 
other wishes a loan and after working out the 
details the compradore tells the manager that 
Pong Hoo Yee wants $10,000. On his recom- 
mendation and its merits the loan is made. 
Trouble arises with a consignment of goods 
held in the warehouse and the compradore is 
called in to see that the matter is adjusted. 
The manager is entirely dependent upon the 
compradore for all loans and contracts entered 
into with the natives, for the handling of ex- 
change, for all local collections, and for the 
conduct of the Chinese staff. All cash is under 
his control, the foreign cashier simply turning 
it over to the compradore's "shroff" (cashier) in 
the morning and receiving it back at night with 
the day's figures for deposit in the vault. 

It will be seen that the compradore is in a 
very responsible position. He is often held 
under heavy bond, but an even surer guarantee 
is the Chinese business man's jealousy of his 
reputation. Should anything go wrong he 
would immediately "lose face" with his guild 
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(all trades and businesses in China have their 
guilds) and suffer great disgrace as well as 
punishment. 

The development of Japan within the last 

two generations has surpassed even that of 

Germany in rapidity and thoroughness. 

Japan is today well supplied |>^ ,. ^ . . .^^ 
. i_ f 1 • ir M*^- J -^ isanmng tn Japan 

with bankmg facilities, and its 

currency is on a gold basis. Like the United 

States, Japan is profiting from the European 

war in a way which is tending to make it 

independent of its foreign financiers. 

The principal financial institution is the 
iBank of Japan, the central bank of the coun- 
try. The chief commercial bank is the Yo- 
kohama Specie Bank, which has 28 branches, 
including agencies in London, New York, 
San Francisco, Lyons and cities of Aus- 
tralia. Several British banks and the Inter- 
national Banking Corporation of New York 
maintain branches in Japan. 

Other important financial institutions are 
the Mitsui Bank, Ltd., the Industrial Bank 
of Japan and the Sumitomo Bank, Ltd. 

The population and area of Russia are both 
enormous, and the vast possi- 
bilities of that country must 'l^''^ P^f!^^^ ^ 
, ^ . . ^ Requtrea tn Russia 

appeal to every business man. 

By virtue of its geographical position, we find 

the most varied climatic conditions. Large 



112 FOREIGN TRADE 

tracts of land are sterile and inhospitable, 
but there remains almost a continent of pro- 
ductive land which has so far been only im- 
perfectly developed. The domestic indus- 
tries are insignificant compared with the size 
and population of the country; and conse- 
quently it is a field with great potentialities 
for the American manufacturer. In the past 
Germany has had the lion's share of Russian 
business. The German merchant was ac- 
commodating in his terms, and easy terms are 
required in Russia. 

Long credit against acceptances was freely 
extended ; yet the average trader with Russia 
will testify that the percentage of bad debts 
was extremely low. This may be ascribed 
both to the privileged position of holders of 
acceptances in case of financial embarrass- 
ment and to the stringent laws which gov- 
ern bankruptcy. 

With regard to bankruptcy, the Russian 
law requires that the debtor be arrested the 
day on which he is declared bankrupt, and 
that a lien be put on all his property. All 
claims must be presented to the court within 
two weeks in the case of town creditors, four 
months in the case of country creditors, and 
one year in the case of foreign creditors. The 
management of the estate is intrusted by the 
court to a jury. If the insolvency is declared 
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due to misfortune, the bankrupt may be re- 
established in his rights; if due to careless- 
ness, he may be detained in prison from eight 
to sixteen months at the will of the creditors, 
and may be debarred from further engage- 
ments in any trade ; if due to fraud, the bank- 
rupt and his associates are brought before the 
criminal court. Formerly the foreign credi- 
tor was at a disadvantage, but under new laws 
he will rank pari passu with Russian credi- 
tors, with his claims inferior only to claims 
of the state. 

If, as everyone expects, Russia is about to 
enter upon a new and more enlightened era, 
the exports of the country, and consequently 
its purchasing power, will be 

vastly increased. . Temporarily, *"^^? ^ f^'f -^^^ 
■^ ^ ^ J .11 American Business 

at any rate, German goods will 

be at a disadvantage; Great Britain, in spite 
of her present alliance, has many political in- 
terests that conflict with those of Russia. The 
United States exporter and banker meet none 
of these diflficulties, and should be able to 
obtain a firm footing in the Russian Empire. 
The financial relations between France and 
Russia have long been especially close. Since 
the outbreak of the European war, the rela- 
tions betwreen Russian and American banks, 
as well as between Russian and English 
banks, have been much strengthened. Russia 
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unquestionably needs more extensive banking 
facilities, as her native institutions are inade- 
quate. It may reasonably be expected that, 
following the conclusion of the war, new do- 
mestic banks and branches of French, Eng- 
lish and American banks will be established. 
The need exists, and the political and eco- 
nomic conditions appear to be favorable to 
this development. 



IV 

Banking Service to Exporters 

A DOMESTIC manufacturer's inter- 
ests could not be well served by a 
bank located in some distant agricul- 
tural community and knowing little or noth- 
ing of the manufacturer's requirements. In 
the same way it is of the greatest importance 
to the manufacturer or merchant engaged in 
foreign trade to establish banking relations 
with an institution that understands his needs. 
He requires this not only in order to get 
proper accommodations, but in order to avoid 
the losses that may result if a bank, through 
carelessness, through lack of experience, 
through inefficiency of correspondents, or 
through any other reason, is not as prompt 
or efficient as it should be in handling docu- 
ments or in making collections abroad. Apart 
from the direct monetary losses, the inciden- 
tal annoyances arising from such faults on 
the part of his bank may easily impair the 
pleasant relations that should exist between 
the exporter and his customers. 

If the merchant is strong financially and 
trades with only one or two foreign coun- 
tries, it may pay him to open direct banking 
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accounts in those countries; but as a rule, 
this is not necessary nor of any great advan- 
tage. Generally speaking, the 
What the Exporter exporting manufacturer or mer- 

I^Bmk^ chant can put his money to bet- 

ter uses than to lock it up by 
sending his bills to foreign banks for collec- 
tion. He requires his cash as promptly as 
possible. Therefore, it is usually best for 
him to choose a good domestic bank through 
which he can handle all of his business. In 
making this choice, the following requisites 
are indispensable: 

1. The bank must be sufficiently strong to 
be able lawfully to grant him the facilities 
which his business requires. 

2. The bank must have an established in- 
ternational credit, so that its signature will 
be accepted by all banking institutions 
throughout the world as readily as a bank- 
note in the United States. 

In naming these two essentials, it may ap- 
pear that a kind of monopoly for foreign 
business might readily be created by a hand- 
ful of banks in the United States. Fortu- 
nately this is not the case. So far as foreign 
transactions are concerned, it has in practise 
been found possible for small institutions to 
perform exactly the same service as large 
banks ; the smaller banks work through their 
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correspondents in New York, Chicago and 
Boston, without even having to make addi- 
tional charges to their customers. 

The most obvious and most common form 
in which a bank may so organize itself as 
to render efficient service to its exporting cus- 
tomers is through building 

up a large circle of corre- forking Through 

J ^ , I • J. . Correspondent Banks 

spondent banks m foreign 

countries, sometimes covering all the impor- 
tant markets of the world. The relations of 
correspondent banks may be little more than 
nominal. If there is active interchange of 
trade between the two cities in which they 
are located, however, the relations may be- 
come close. The two banks may not only 
make collections for each other, but may ex- 
change credit information, furnish advice on 
general financial conditions, and even co- 
operate in floating security issues. Some in- 
stitutions are especially successful in picking 
those correspondents in foreign parts that 
show energy and are prompt in making re- 
turns and reasonable in their charges. No 
general definition covering just what is meant 
by the term "correspondent." as used in bank- 
ing circles, can be given. 

These relations are mostly of a reciprocal 
nature. If a bank in New York intrusts its 
business, for example, to a certain institu- 
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tion in Buenos Aires, it will expect this insti- 
tution to carry an account with it and to in- 
trust such business as it may have in the 
United States to the New York bank. Such 
reciprocal arrangements make for econo- 
mies by which the customers of each bank 
benefit 

The idea of establishing numerous branches 
abroad sounds attractive and has been 
strongly advocated, especially by manufac- 
turers who are not called upon 
Obstacles to j^ figure expenses and profits 

Establtshtng ^i_ i. i_ t? 

Branches Abroad on these branches. For a coun- 

try like the United States, how- 
ever, the banks of which are subject to con- 
siderable restrictive legislation, there are cer- 
tain practical objections. The pros and cons 
in the case of each proposed branch should 
be carefully weighed before forming an opin- 
ion. Let us take up the principal objections 
in detail. 

I. The bank's existing connections abroad 
will probably be lost. If a New York bank, 
which has been doing business in Buenos 
Aires with four or five established institu- 
tions, suddenly opens a branch there, it is 
likely to lose the greater part of the business 
it received from its former correspondents. 
The foreign bankers, being ordinary human 
beings, naturally prefer to divert their busi- 
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ness elsewhere rather than to leave it in the 
hands of an institution from which they can 
expect little or nothing in return. 

2. A branch bank established in a foreign 
city can either act purely as an agent of the 
home institution, in which case it is only a 
sort of clearing house for the home office and 
can never be a profit-maker, or it can become 
a more or less independent concern. In the 
latter case, there is a natural tendency, espe- 
cially if the management is ambitious, to en- 
ter into cpmpetition with other institutions. 
Now, most of these other institutions not only 
have greater experience but are much less re- 
stricted by law and are in position to transact 
many classes of business that an American 
bank would, as a matter of principle, have 
to turn down. Hence, the branch is at 
once under a handicap and again probably 
loses money. , Generally speaking, banking 
services are better rendered by a local 
management with power of action than 
through branch managers whose judgment 
is hampered by restrictions from the home 
office. 

3. A foreign bank establishing a branch 
in a capital-poor country is looked upon with 
favor in such countries only if it uses its 
resources for the benefit of local interests. 
In such countries the word "benefit" usually 
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implies loans^ credit and immobile invest- 
ments, few of which it is possible for the 
average American bank to grant The local 
idea of "security" probably diflfers largely 
from that of the banker. The result is that, 
rightly or wrongly, a bitterness arises against 
the institution, which may become a source of 
serious trouble. 

There is a vast diflFerence between the posi- 
tion of the European nations and that of the 
United States. Such countries as England, 
Germany, Italy and Spain have large colonies 
of their own countrymen already established 
in various trades and occupations in prac- 
tically every country where they establish 
branch banks. These colonists form ready 
depositors for the new bank. The United 
States has no emigrant population and no ex- 
tensive financial interests in foreign lands. 
Hence we lack the strongest motives that 
prompt other nations to establish banks 
abroad 

There are, however, certain reasons why 
the establishment of branches may 

Advantages of ^^ beneficial, the principal of 
Branch Banks , . , 

which are: 

1. They draw the general attention of the 
public, the manufacturer and the merchant 
to the possibilities of foreign fields. 

2. They act as a training school for our 
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younger generation in gaining a wider expe- 
rience, to attain which they previously had 
no inducement. 

3. They form a reliable means of posting 
our mercantile community with regard to 
conditions in the countries in which the 
branches are located, the credit standing of 
individuals and corporations, trade and in- 
vestment opportunities, etc. 

4. They assist in the creation of direct ex- 
change relations between the United States 
and distant points; or, in other words, they 
help to establish a market for "dollar ex- 
change" in the countries where they arc lo- 
cated. 

These advantages are not to be under- 
rated; but it should be appreciated by the 
mercantile community that a United States 
bank in carrying out a policy of establish- 
ing branch banks is to a great extent doing 
pioneer^s work on behalf of the merchant, 
and has little prospect of securing profits 
that correspond to the risks and the costs. 
Yet if such a policy succeeds in arousing the 
community at large, and in helping our 
manufacturers and merchants to follow up 
this pioneer work energetically, it will prove 
of immeasurable national benefit and will in 
due course yield adequate returns to the 
stockholders of the home bank. 
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Several banks have established trade pro- 
motion departments. Such departments are 
not essentially within the sphere of a banking 
institution, but they are necessary in the 
United States because the interest of the gen- 
eral business community, with' a 
Trade Promotion f^^ exceptions, has not been 

Departments j /» - ' i ^ • j 

aroused sufficiently to mduce 

firms to go out for themselves and study for- 
eign fields. Investigations of trade opportu- 
nities must eventually be left to the trader, 
and not to the banker. The trader will know 
best what he requires and will at a glance 
size up the practical possibilities of a mar- 
ket much more satisfactorily than any 
bank^s trade promotion department can pos- 
sibly do. But for the present they are 
necessary. 

The work that such a trade promotion de- 
partment can do may be grouped under the 
following headings: 

1. Bringing American importers 
and exporters into direct relations with 
firms in foreign lands, and explaining 
to them the best methods to be em- 
ployed for developing their foreign 
business. 

2. Studying trade and investment 
opportunities abroad. 
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3. Securing the best possible credit 
information. 

4. Bringing home to the foreigner 
the possibilities of direct financial and 
trade relations with the United States. 



3 



Foreign Exchange 

THE word "exchange" is self-explana- 
tory. In the olden times the commu- 
nity accomplished the interchange of 
products by means of a system of barter. 
Goods of a certain kind were traded for goods 
of another kind, and thus by actual exchange 
purchases and sales were made. 

Such a system, however, had many incon- 
veniences ; it was an awkward and clumsy ar- 
rangement at best, and in the present state of 
our commercial development its use would be 
obviously unthinkable. A medium of ex- 
change was found necessary — something that 
would represent value, and that could be 
transferred at will in exchange for desired 
goods or services or other valuable consider- 
ation. 

The precious metals, by virtue of their 
scarcity — ^which made them valuable — and 
their compactness and durability, were early 

accepted by primitive civilization 

Ori^n of Bills ^g ^^ j^^g^ convenient medium and 

oj xc ange standard of value. In time, as trade 

developed and extended over wide territories, 

necessitating the transfer of money in large 

124 



[ 



FINANCING 125 



quantities over long distances, the use of gold 
and silver coins became inconvenient. Out of 
this necessity paper certificates of value were 
called forth; and as early as the days of the 
Roman empire bills were in common use and 
the state made it legal for one person to sell 
a debt to another. When the selling was le- 
galized there had to be created some evidence 
of the transfer, some instrument to represent 
that the debt had passed to another. These 
instruments, in the form of a written docu- 
ment, may be called the primitive bills of ex- 
change. 

If all the world had the same coinage, the 
problems of exchange would be — or, at any 
rate, would look — much simpler than they do 
today. As it is, every country has its own sys- 
tem of coinage and many diflFer in their mone- 
tary standards. 

As regards standards, we find in general 
these five: 

1. The gold standard, under which pay- 
ment of all debts can be demanded in gold. 

2. The gold exchange standard, under 
which there is a certain fixed relationship 
between the value of the paper and silver cir- 
culation and that of the gold — the paper and 
silver being accepted as legal tender. 

3. The silver standard, with silver as the 
legal form of payment 
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4. The bimetallic standard, in which both 
silver and gold form legal means of payment, 
and are artificially maintained in a certain 
ratio to each other. 

5. The irredeemable currency standard, in 
which the currency has no material basis of 
security other than the general credit of the 
institutions or government putting it into cir- 
culation. 

It is manifest that no exchange of funds 
is necessary between countries that have no 
interchange of commodities. Inversely, the 
greater the international trade of a country, 
the greater will be its financial operations in 
and with other countries. 

In the case of those nations in which a gold 
standard prevails, it is comparatively easy to 
figure the actual gold value of their standard 

r Id P ' t ^^^^ ^^ terms of the coin of another 

country, and by adding or subtract- 
ing the cost of shipping gold bullion to or 
from that country we arrive at two extremes 
between which the exchange of that country 
must fluctuate. These two extremes arc 
termed the gold points; and in the case of 
all countries maintaining a gold standard, 
exchange in normal times fluctuates within 
their boundaries. 

In the case of the gold exchange standard, 
the fluctuations are also limited, but will vary 
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to a greater extent as the currency of the 
country is based on a fixed ratio between pa- 
per and gold and not on the standard value 
of gold alone. In the case of a silver cur- 
rency rates will fluctuate entirely in propor- 
tion to the market price for silver as related 
to gold, and in the case of an irredeemable 
paper currency there is no limit of fluctua- 
tion whatsoever as is shown very clearly in 
Guatemala and Paraguay where gold dol- 
lars have recently sold at a premium of 2,000 
per cent, and 4,000 per cent, respectively. 

Now again it is evident that it would be 
far too complicated to regulate all business 
between any two countries by actual shipment 
or importation of money. It is also 

probable that the trade between the ^^^f^^ 

*_ ^ • • ir J- '/^ J indebtedness 

two countries is of a diversified ju. n^^^. 

t 11 f ay Drafts 

character and that one party may be 

wanting to make remittances to that coun- 
try, whereas at the same time another party 
has claims to be adjusted with that country. 
It is the function of the dealer in foreign ex- 
change — and in modern financial institutions 
the banker and dealer are identical — to be at 
all times ready to purchase and sell such ex- 
change from customers. Should, on any one 
day, the demand exceed the supply or vice 
versa, it is the dealer^s duty to adjust this dif- 
ference by the creation or sale of exchange in 
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other ways. These ways will be discussed more 
fully in another part of this chapter, dealing 
with the banker's activities in foreign ex- 
change. 

In practical foreign commercial business 
the merchant whenever possible puts his 
claims on foreign customers to whom he sells 
goods in a negotiable form, namely, a draft 
on this customer at sight, short or long time, 
whatever the existing agreement between the 
parties may warrant. 

As an example, let us suppose that John 

Smith & Company, of New York, have sold 

a bill of goods to D. Jones & Company, of 

London. The London firm has 
How the Shipper ^ ^^^^ ^^ ^^^ ^^^ ^^^^ j^^^ 

is Reimbursed a- ^ ^ A .u • • i • 

mediately after their arrival in 

London, and will also refund to John Smith 
& Company the cost of freight and insurance 
on the shipment. The invoice value of the 
merchandise is $6,840; the cost of freight, 
$110; and the insurance, $75. The New 
York firm will therefore have to be re- 
imbursed for the sum of these items, or 
$7,025. 

The first thing that John Smith & Com- 
pany will do is to inquire, through their 
local bank, for the buying rate for commer- 
cial sight drafts on London. Learning that 
the rate is 4.80 (that is, $4.80 = £1), the 
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company's cashier will convert the $7,025 
into sterling by dividing 4.80 into this amount, 
thus arriving at the total of £1,463.10.10. He 
then proceeds to draw a sight draft on D. 
Jones & Company, London, for the £1,463. 
10.10, attaches to the sight draft his bill of . 
lading, insurance certificate (and, in some 
cases, additional certificates showing the cost 
of freight and weight of merchandise), and 
delivers the draft and documents to the bank 
which immediately pays him the dollar equiv- 
alent 

The foregoing example shows concretely 
how the shipper is reimbursed by the banker 
for the cost of merchandise and incidental 
expenses. How is the banker, in his turn, 
reimbursed? 

The banker may sell the identical draft to 
other bankers, but as a rule this 
is not done, bankers preferring How the Banker 

to issue their own draft on their 
foreign correspondent In such cases, the 
banker would make a direct sale in his own 
market at a small profit or loss, but it is clear 
that the merchandise transaction itself is yet 
to be liquidated. 

Let us follow the draft on its way to D. 
Jones & Company, London. First, it is 
mailed to the New York bank's foreign cor- 
respondent in London. In turn the London 
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correspondent notifies D. Jones & Company 
that it holds a draft with documents for ship- 
ment covering such-and-such goods, and that 
it is prepared to hand over the documents in 
consideration of the sum named in the draft. 
If D. Jones & Company are financially strong 
and are well acquainted with the integrity of 
the shippers, they will probably take up the 
documents immediately, whether the mer- 
chandise has yet arrived in port or not. It 
may happen that they prefer to await the 
arrival of the goods, in which case the banker 
will hold over the draft and documents, either 
claiming the loss of interest from D. Jones & 
Company or (more frequently) charging its 
New York correspondent for the delay. This 
latter procedure means that the New York 
banker will in turn lodge a claim for loss of 
interest, and possibly of exchange, with John 
Smith & Company. 

The London banker has now collected the 
£1,463.10.10 and places this amount to the 
credit of the New York banker. The latter 
will in turn receive his original outlay in 
United States dollars in one of the following 
methods : 

1. Through the sale of his draft on his 
London correspondent. 

2. Through remittance from his London 
correspondence of a dollar check or draft 
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3. Through remittance from his London 
corrcsppndent of gold coin or bars. 

4. Through indirect procedure resulting 
from exchange or security arbitrage. These 
methods are too numerous to admit of de- 
tailed explanation here, but the principles 
are the same for all. 

It may happen that on a given day there is 
a considerable o£Pering of sterling bills in the 
New York market, whereas at the same time 
there may spring up a strong demand - 
for francs or reichsmark. Under such 
conditions, the banker operating in foreign 
exchanges may find an advantage in selling 
his sterling to bankers in France or Germany, 
thereby creating francs and reichsmark at a 
cheaper price than he could buy them in his 
own market. Transactions of this nature in- 
volving operations between several foreign 
exchange markets, the object of which is to 
gauge the cheapest place to buy or the dear- 
est to sell certain exchanges, are known as 
foreign exchange arbitrage. 

In practise, bankers do not desire reim- 
bursement for each individual 

draft. Foreign exchange bank- The Exchange 

, ^ • J ^ Banker a Clearing 

ers may best be compared to House far Drafts 

"jobbers" in bills representing 

foreign exchange. They accumulate large j 

amounts of exchange which in time consti- . \ 
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tute credits on the books of their correspon- 
dents, and these credits are oflfset by debits 
arising out of the same or similar operations. 
This system of debits and credits is manifestly 
a great economy, and avoids unnecessary and 
costly shipments of coin except for ultimate 
balances. In principle, it is identical in func- 
tion with that of the clearing house in domes- 
tic banking and in stock and produce trad- 
ing. 

There is another form of commercial bill 
of exchange important to the exporter. It 
has to do principally with the less developed 
countries in which, on account of unstable 
currency systems, the rates of exchange vary 
greatly from day to day. The banker does 
not care to accumulate credits in such coun- 
tries, as by doing so he might be assuming 
very considerable risks. The export mer- 
chant or manufacturer cannot afford to issue 
his draft on such countries in their own cur- 
rencies, because, being unable to negotiate 
them in this form, it might happen that after 
collection the transfer of this foreign money 
into United States dollars would show so ap- 
preciable a loss as compared with the original 
figures that the exporter's entire merchandise 
profit would be wiped out 

In such cases, the merchant usually issues 
his draft in United States dollars. The 
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banker discounts or makes a loan against this 
draft, thus putting the shipper in funds just 
as in the case of the foreign currency draft. 
In some cases the collection is made and the 
funds remitted to the New York bankers in 
drafts on New York or such other forms of 
remittance as are available; in other cases, it 
is made through a system of credits and deb- 
its in the dollar accounts of the foreign cor- 
respondents of the New York banker on the 
latter's books. 

It has been previously shown that there 
are two points between which in normal cir- 
cumstances rates of exchange must move. If 
one country exports merchandise 
in a larger volume than it receives „^?' AT*^^^ 
from another, it is clear that the g^^ shipments 
latter must in time pay for the 
balance thus created. The natural way for 
adjusting this method is by shipping gold; 
the opportune moment being indicated by a 
gradual decline of the exchange on the debtor 
country, caused by the continuous offering of 
merchandise bills in the exporting country, 
until the gold point is reached. However, 
gold shipments are costly, the debtor country 
may not wish to deplete itself of the precious 
metal, and thirdly it may not possess a suffi- 
cient quantity of this metal to make the neces- 
sary adjustment. Therefore, we often find 
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that other methods or devices are employed to 
maintain a normal status of exchange. 

Finance bills and bank credits are used to 
tide over a temporary abnormal exchange sit- 
uation. Particularly in countries where the 
flow of bills of exchange is of a seasonal na- 
ture as the result of the crop movement is it 
customary to revert to these expedients. Were 
some such device not employed, actual gold 
would have to be given in payment with the 
knowledge that a few months later exchange 
in the form of produce bills would be avail- 
able in sufficient amounts to make such ship- 
ments unnecessary and possibly in such vol- 
umes as to enable the country to draw gold 
from abroad. 

Therefore, the banker here steps in and sup- 
plies the demand for remittances abroad by 
the issue of his own time drafts on his for- 
eign correspondents. The function of the 
banker's finance bill is identical with that of 
the "revenue bill" issued by the various mu- 
nicipalities in the United States. There the 
governing body knows it is going to receive 
funds at a certain time through the collection 
of revenue from its community; but it re- 
quires cash immediately to pay employees, 
buy supplies, etc., and the revenue bill is sold 
to tide over this uneven flow of income. 

Foreign loan-operations have the same ef- 
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feet and when the country has plenty of for- 
eign securities to hypothecate, these may be 
used as collateral for loans abroad. With 
this collateral, credits are established in the 
foreign money centers, against which it is pos- 
sible to issue drafts and thus supply the de- 
mand for foreign exchange. 

The same result would be obtained if the 
securities were actually sold in the foreign 
market or if the foreign country were to issue 
a loan abroad. But these security 
operations are always less certain ^^^^^^^ May 

and less easy than those of finance Same'pL^tions 
bills. The reason for this is that 
securities are usually issued in the shape of 
bonds and stocks, and while one party may be 
willing to create such an issue, the other may 
be disinclined or unable to take it. The same 
is true regarding the sale of foreign securities. 
Securities are usually held in scattered form 
in the strong boxes of investors ; these will sell 
only when conditions appear advantageous to 
them and it is not always possible to mobilize 
such securities for the sake of meeting an 
"exchange" emergency. 

The position of the European countries has 
illustrated this clearly. In order to mobilize 
its American securities. Great Britain has had 
to offer additional inducements to the holders 
and has even had to force out these securities 
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by levying a higher tax on them than on 
other forms of investment. 

In considering the function of finance bills 
and similar operations it must be borne in 
mind that their action is necessarily a tem- 
porary one, for if a country's imports are con- 
tinuously larger than its exports (visible and 
invisible) it must in the final analysis do one 
of two things: 

1. Economize or cut down its expenditures 
abroad. 

2. Enlist the aid of foreign capital for the 
development of its resources and thus increase 
its productivity. 

The free issuance of finance drafts is de- 
pendent on the credit standing of the borrow- 
ers and on the prevailing value of money in 
the respective markets. They are drawn only 
on large money centers, sometimes from one 
center on another, and the process can be re- 
versed whenever conditions warrant. 

It may happen that money in London is 
exceptionally cheap, whereas in our own mar- 
ket it may be extremely dear. Then, if ex- 
change is not too unfavorable, a 
mkd Finance ^^^}^^^ ^^y be tempted to draw 

Bill UPerattons , i-n r j j- 

long bills on London, discount 

these, say, at 2 per cent, also paying the 

British bill stamp and the accepting banker's 

commission. The proceeds which he would 
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receive from the sale of his bills in New 
York would be loaned in the New York mar- 
ket at the high rate of interest, the difference 
between the cost of the money and the interest 
obtained in New York being the banker's 
profit. To this would have to be added or 
from it subtracted, possible gain or loss in 
exchange. 

For instance: Suppose sterling cable rates 
are selling in New York at 4.87, discount in 
London is 2 per cent, the London corre- 
spondent charges y^^ oi i per cent, on three 
months' acceptances, and money in New 
York is eagerly sought at 6 per cent to 7 
per cent In that case, the banker might 
draw long drafts on London and discount 
them — the money in London costing him 2 
per cent per annum, plus i per cent ac- 
ceptance commission, plus 1/20 of i per 
cent bill stamp — a total of 3.05 per cent If 
he loans the money at the' rate of 6 per cent 
per annum in New York for the whole period 
he makes a profit at the rate of nearly 3 per 
cent per annum. If at maturity exchange 
is 4.85, he makes in addition a profit of 2C. per 
pound sterling on the exchange. If, how- 
ever, exchange is 4.88, he would have to de- 
duct from his interest profit ic. per pound 
sterling. 

Again, the following transaction often 
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takes place: An exporter of produce may 
want to secure several months ahead his rate 
for certain products which he expects to ship. 
The banker will probably make him a quota- 
tion somewhat below prevailing rates, and 
will issue his own drafts at once at the higher 
rate, using the futures to meet his own drafts* 

For example : A banker in New York may 
be able to sell his own 90 days' drafts in the 
market at 4.70, at a time when discount in 
London is 5 per cent. This will mean a cable 
parity of about 4.77. He is able to buy sight 
drafts, delivery two months hence, at 4.74, 
which is equivalent to 4.753^ for cable trans- 
fers. On that basis the transaction would 
show him a profit of ij^c. per pound ster- 
ling. 

Such transactions as these are very com- 
mon in all countries subject to periodic ship- 
ments of staple products, but unfortunately in 
many instances the process has been reversed 
and bankers have issued financial drafts in 
anticipation of being able to buy cheap 
futures at a time the crops began to move. 
This has necessarily led to disappointments 
and in many instances to severe losses. 

In negotiating drafts on countries where no 
direct exchange relations with the country of 
origin exist, the only basis of calculation is 
that of the loss of interest during time of 
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transit and return of the funds, collection 
charges and incidental expenses. 

Example : A merchant ships a bill of goods 
to Buenos Aires. He is 
willing to extend 90 days' Negotiating Drafts 

credit to his customer, but f *f ^ ^^ 2'^^! ^ 

^, J It Exchange Relattons Extst 

as the goods were sold on 

the basis of United States dollars, he draws 
his draft in dollars. 

The banker would figure the following dis- 
count : 

90 days for length of draft 'V 

60 days — approximate time I I50 days 

of transit to and from f @5%» 2.20% 
V Buenos Aires J 

Bill stamp, 1/20 of l% = 0.05% 

Commission 0.25% 



2.50% 

In the case of drafts drawn on British col- 
onies in dollars or sterling, it is frequently 
stipulated that all expenses in the way of dis- 
count, bill stamps and other charges are pay- 
able by the drawee. In such cases the "Co- 
lonial Clause'* is inserted, reading: "Payable 
with exchange and all collection charges plus 

interest at the rate of per annum from 

date of issue to approximate due date of ar- 
rival of cover in ." 

The bills in question are then negotiated at 
the simple rate of sight exchange of the day. 



VI 

Fluctuations in Foreign Excliange 

FROM the foregoing it is evident that if 
the exporter — or to a still greater ex- 
tent, the importer — ^wishes to do so, he 
may run considerable risks in the way he cov- 
ers his exchange. Where well-known cur- 
rencies are concerned, these risks are in nor- 
mal times small. If he feels so inclined and 
believes himself capable of judging the course 
of exchange and of interest rates, he does 
little harm in taking an occasional chance in 
choosing his own time for covering his ex- 
change operations. 

As a matter of principle, however, such 
exchange operations should not be undertaken 
by the merchant, whether he be exporter or 

importer. Even bankers 
MercanHle Speculation in ^j^o maintain specially 
Exchange ts Dangerous . , , ^ ^ r 

equipped departments for 

this purpose and who are daily informed of 
all occurrences in all markets, are likely to 
draw wrong conclusions and incur losses in 
their exchange dealings. How much more 
probable is it, then, that the merchant will 
suffer a loss if he endeavors to make extra 
profits out of the exchange end of his mer- 
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cantile operations? The merchant should 
figure his profit on the basis of a certain ex- 
change rate obtainable when he figures the 
whole transaction, and he should be satisfied 
with that profit. Take, for instance, such 
countries as China, where the goods are paid 
for in silver and the remittances have to be 
made in gold. The fluctuations there are very 
great indeed and many a merchant has not 
only seen all his profits wiped out, but has 
actually come into financial diflficulties, 
through losses in exchange, which he need 
never have incurred, the bankers there being 
practically always willing to secure exchange 
for their customers. 

Of course, there are operations in exchange 
which are entirely legitimate on the part of 
the American merchants. These, however, 
will not occur when the dollar letter of credit 
is used, but may crop up in cases in which a 
letter of credit payable in a foreign currency 
has been used. The following example will 
best illustrate such an operation: A New 
York importer buys coffee in Santos and ob- 
tains from his banker a letter of credit avail- 
able at 90 days in sterling on London. In 
that case, the shipper in. Santos will issue 
drafts at 90 days on the London banker and 
the New York buyer will have to provide 
cover in pounds sterling to his New York 



142 FOREIGN TRADE 

banker in proper time. He would probably 
have from four to five months in which to 
buy the necessary pounds sterling. Now, 
if at any moment in that interval the 
sterling rate of exchange is particularly 
attractive, he would seize upon such an op- 
portunity and secure through his bankers 
delivery of the exchange at the time he re- 
quires it on the basis of the then prevailing 
low rates. 

It is difficult to say how a firm can best 
post itself on exchange fluctuations. Reason- 
able proficiency is to be attained only by long 
experience and by continuously watching gen- 
eral conditions — such as the general move- 
ment of commerce and trade between the 
country in question and other countries, the 
monetary movements in the interior, loan op- 
erations and many other factors. 

Between the communities of different 

countries there exists con- 

Why Does tinuous intercourse.. This in- 

Exchange Fluctuate r ^ • ^ ^i. 

tercourse is of the most va- 
riegated nature, but may be divided into the 
following main classes: 

1. Interchange of commodities (merchan- 
dise and securities). 

2. Interchange of labor. 

3. Operation of steamships, cables, mail 
and similar services. 
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4. Tourist travel, involving heavy expen- 
diture abroad. 

5. Immigrant population and its remit- 
tances to relatives abroad. 

In every instance these functions involve 
the making of a payment between the two 
countries, and the making of every payment 
between two countries means the purchase or 
sale of exchange, or its equivalent. 

Now let us for a moment assume the im- 
possible; namely, that the total payments 
due from one country to another balanced 
exactly its indebtedness over the same period 
to that country, and further that it had been 
agreed that the settlement of their obliga- 
tions should take place only once a year. In 
that case there would never be any fluctua- 
tion in the exchange rate between these 
countries. 

But intercourse between different coun- 
tries is never exactly balanced, and the in- 
numerable transactions arising between them 
are being settled not once a 

year but all of the time. This ^'«'?'* a Demand for 

^ ^u ^ ^u s. sA Poretgn Remittances 

means that there is constantly 

a demand for and a supply of foreign re- 
mittances, and the rate of exchange will be 
governed by that demand and supply. 

For sake of clearness, let us consider ex- 
change between London and New York. 
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Exchange would probably be low (indi- 
cating a strong demand for United States 
dollars or a heavy oflfering of pounds ster- 
ling) under any of the following conditions: 

1. Heavy shipments of cotton, grains, war 
supplies, etc., from the United States, 

2. High money rates in New York, at- 
tracting capital from London for permanent 
or temporary investment 

3. The issue of a United States govern- 
ment loan involving preparation by inves- 
tors and the liquidation of some of their for- 
eign investments. 

The foregoing conditions need only be 
reversed to arrive at circumstances making 
for a probable high rate of exchange: 

1. Heavy shipments of commodities from 
London to the United States (in this case 
manufactured articles and securities). 

2. Dear money in London, attracting capi- 
tal from New York for investment in Lon- 
don. 

3. The issue of a British government loan, 
or other loan operation in Great Britain, 
involving liquidation of foreign securities by 
British investors and participation by United 
States investors. 

In actual international exchange opera- 
tions, the transactions are so manifold and of 
so varied a nature that it is well-nigh im- 
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possible to lay down rules governing the 
fluctuation of exchange. Rates may advance 
considerably in the course of one day by 
reason of a sudden demand, and relapse later 
when this inquiry has ceased. It is the ex- 
change banker's function to supply the de- 
mand and absorb offerings of foreign ex- 
change, endeavoring, wherever possible, to 
make a reasonable trading profit between the 
purchase and selling prices. 

As has previously been explained, the 
trend of commercial transactions is such that 
at times it is necessary to draw drafts at 
sight, at other times short 

bills or long bills, and again R^i^f on Between 

, I ^ ^ , ® Cable Tramfers^ S$iht 

cable transfers may be re- and Time Drafts 

quired. It is evident that 
the banker trading in foreign exchange has 
to make provision for the handling of all 
these bills. The basis of figuring exchange 
on any one point is the rate for cable trans- 
fers, and all other rates will vary with that 
rate in proportion to the loss of interest and 
petty expenses involved in handling them. 

For instance: If the New York rate for 
sterling cable transfers is 4.85, and the 
value of money and discount rate in Lon- 
don is 4 per cent, per annum, then by ex- 
change calculation we would arrive at these 
results : 



146 FOREIGN TRADE 

Sterling sight drafts $4.85 less ap- 
proximately 10 days at 4 per cent, 
of $4.85 o . oos = $4 . 84!^ 

60 days' sight $4.85 less approxi- 
mately 60 plus 10 days at 4 per 
cent, of $4.85 0.037 = $4. 8if 

90 days' sig^t $4.85 less approxi- 
mately 90 plus 10 days at 4 per 
cent, of $4.85 0.055 =$4-79i 

In addition, the bill stamp of 1/20 per 
cent, would have to be deducted; and the 
trader, in order to make a profit, must buy 
below or sell higher than the values thus fig- 
ured (known as parities). 

It is perhaps desirable to explain in as few 

words as possible the meaning and uses of 

^ ,, ^ J, cable transfers. These have, par- 
Cable Transfers ^. , , . ^ t t 

ticularly m recent years, played 
a very important part in exchange operations. 
In view of the long distances between va- 
rious parts of the world and the time needed 
to transmit funds and merchandise between 
them, it is manifest that by buying a bill of 
exchange from a customer the banker ex- 
tends to that customer a credit until such 
time as the bill of exchange reaches its des- 
tination. Now, there are a number of trans- 
actions which require immediate settlement 
on the spot when the debt is contracted, and 
for that purpose bankers have had to pro- 
vide themselves with facilities to make such 
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transfers in all parts of the world on behalf 
of their customers, if necessary hypothecat- 
ing their own credit for the making of such 
payments. 

Suppose, for instance, that a banker in 
New York has bought from numerous cus- 
tomers about £icx),ooo in 90 days' sight bills 
at 4.68, Another customer wishes to buy 
£icx),ooo cable payment in London, but at 
that moment the banker does not happen to 
have the funds available in that center. We 
will assume the current rate for cable trans- 
fers is 4.77. Probably the banker has the 
necessary facilities to draw a cable transfer 
without having the actual funds there; he 
may, in that case, sell his customer the cable 
transfer at 4.77, and remit the 90 days' sight 
bills in cover to his London correspondent. 
On arrival his bills would be discounted, say 
at the present rate of discount of 5 per cent, 
which, represented in the rate of exchange, 
means 6c.; ^c. loss of interest through tran- 
sit, Yi a mill British bill stamp. Add this 
to the cost price of 4.68, and we arrive at a 
parity for cable transfers of 4.75, whereas 
the banker has actually sold at 4.77, leaving 
him a profit of 2c. per pound, which is 
$2,000 on £100,000. 

In practise such large profits on foreign 
exchange operations are rare, but a rather 
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wide margin has been figured intentionally 
in order to bring out more clearly the fun- 
damental principle involved. 

A bank that undertakes to negotiate the 
drafts in foreign currencies for its customers 
cannot always liquidate the exact amount re- 
ceived on the same day. - 
How Exchange Yields jj jg therefore unavoidable 

Profits to the Banks ^l ^ ^ t i. j 

that balances abroad accu- 
mulate from time to time^ and this in itself 
is often beneficial to the bank, as it stimu- 
lates reciprocal business. However, the fact 
of maintaining balances in foreign currency 
brings in a speculative element that does not 
exist when all funds are maintained in do- 
mestic currency. Yet these balances abroad 
are not maintained by the banks because of 
possible speculative profits that may accrue, 
but because the business that forces them to 
keep these balances is of a beneficial nature 
and tends to make the institution better known 
internationally. 

Once possessing balances which are sub- 
ject to fluctuations, it is clear that the best 
way to reduce the risk involved is by trading 
daily for a profit in as large a volume as is 
possible in the various currencies. In that 
manner the numerous small trading profits 
that will accrue daily will tend to minimize 
the possible losses on the basic balances. 
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Needless to say, in this method of trading 
there is again a certain clement of risk, but 
whether profits or losses result on balances 
is strictly dependent on the ability with which 
this business is conducted. Trading is essen- 
tially a matter of individuality dependent on 
experience and a certain amount of intui- 
tion, and it would be foolish to intrust this 
phase of operations to a man devoid of these 
qualities. 

A complication which often puzzles those 
unfamiliar with exchange operations is the 
lack of uniformity in the method of quoting 
the values of bills of exchange 
drawn on foreign countries. Method of Quoting 

o ^. ^1 ^ J.' • Various Exchanges 

Sometimes the quotations are in • ^ y . 

dollars and cents, and some- 
times in foreign currencies. For example, 
French exchange is quoted by stating the 
number of francs that can be bought for one 
dollar, whereas German exchange is quoted 
by stating the number of cents required to 
buy four reichsmarks. These varying meth- 
ods have arisen through long custom, and it 
would be profitless to attempt to explain 
them. The following tabulation will be 
found useful in reading exchange quotations : 

United Kingdom Dollars per £1 

France Francs " $1 

Belgium Francs " $i 



1 
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Switzerland 


Francs 


per$i 


Italy 


Lire 


" $1 


Spain 


Pesetas 


"$i 


Roumania 


Ley 


" $1 


Greece 


Drachma 


" $1 


Germany 


Dollars 


" R.M.400 


Holland 


Dollars 


" Gls. 100 


Russia 


Dollars 


" Rbs. 100 


Austria 


Dollars 


" Kr. 100 


Scandinavia 


Dollars 


" Kr. 100 


Finland 


Dollars 


" F. Mk. 100 


Argentina 


Peso (Gold) 


" $1 


Brazil 


Milreis 


"$i 


Chile 


Peso (Gold) 


" $1 


Uruguay 


Peso (Gold) 


" $1 



In the preceding chapter it has been shown 
how the manufacturer issues his foreign 
draft. In the matter of negotiation he should 

see to it that he obtains 

^r !i%^l'^^''T''^ rates of exchange reason- 
Should Sell Hts Drafts • , - . .1. j -t t- ^ j 

ably close to the daily listed 

buying rates of the leading New York bank- 
ers. The negotiation of exchange involves 
the same points of credit as the discounting 
of notes, and rates may vary somewhat to 
allow for the different shades of credit. But 
the manufacturer oi undoubted responsibil- 
ity should be as careful to avoid onerous ex- 
change rates as he would be in accepting 
onerous discount terms from his bankers. As 
a rule, the banks trading in exchange oper- 
ate on very close prices; and^ though the 
manufacturer is of course at liberty to ob- 
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tain quotations from various institutions, his 
interests are usually better served by enlist- 
ing the services and confidence of his regular 
bankers. He may also enlist the services of 
an exchange broker, who will charge him 
a commission for the handling of his bills. 
Payment for bills sold is usually made on the 
day succeeding that on which the sale takes 
place. 

One difficulty that frequently confronts the 
manufacturer is the fact that banks some- 
times refuse to negotiate foreign drafts rep- 
resenting merchandise, but instead will grant 
a loan for a certain percentage of the invoice 
amount. This involves the lock-up of part of 
the manufacturer's funds, but the policy of 
the banks is dictated by conservatism and 
certain bad experiences in the past. It is 
primarily due to the fact that a shipment of 
manufactured goods has a far smaller ne- 
gotiable value than a shipment of produce 
enjoying a free market The manufacturer 
and shipper at seaboard have the choice of 
numerous banks for the negotiation of their 
drafts; the inland manufacturer may either 
transact his exchange operations through one 
of the large banks in New York, Boston, 
Philadelphia or San Francisco, or have his 
local bank handle this business for him. 
Most banks throughout the United States 
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have arrangements with their New York cor- 
respondents, enabling them to handle ex- 
change almost as cheaply as the New York 
bank would itself. In many cases the local 
transaction of business is by virtue of per- 
sonal acquaintanceship more desirable for the 
manufacturer, though if his business is on a 
very large scale he may do better by estab- 
lishing relations with one of the big banks in 
the city through which his goods are usually 
shipped. 






VII 
Foreign Investing 

OWING to the peculiar position in 
which the United States has been 
placed as a result of the European 
War, it has been able to repurchase its for- 
eign indebtedness at a much more rapid pace 
than would otherwise have been possible. Al- 
ready its obligations to other countries have 
been very largely reduced and, if existing 
conditions continue, the indebtedness of the 
United States abroad is likely to become a 
negligible quantity. When a nation enters 
this stage it ceases to be a debtor nation and 
usually becomes tf creditor nation. 

But we cannot judge the future position of 
the United States in this respect by applying 
too closely the analogy of the thickly popu- 
lated and intensely cultivated countries of 
Europe. In the United States there are still 
many vast tracts of land that can be made 
productive by the expenditure of capital. 
There is yet much to be done in the way of 
railroad building, irrigation and all kinds of 
construction within our own boundaries. It 
is reasonable to assume that objections to the 
exportation of capital will arise which were 
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not so strongly felt in European countries. 
Yet the work that remains to be done at 
home, while it may absorb most of our an- 
nual surplus, will not necessarily prevent us 
from making a beginning as investors in for- 
eign lands. The policy of placing some of 
our funds abroad is sound and will yield 
great benefits to the country at large. 

In considering foreign investments, we 

must divide them into four 
Four Forms of ^^^^ ^j^gg^g. 

Foreign Investment m. ,. ^ , , 

I. The ordinary trade cred- 
its extended to our commercial customers, 
which have been fully discussed in previous 
chapters. This is the most liquid form of 
foreign investment. 

2. The short-term loans granted by our 
bankers to foreign governments, foreign 
municipalities and corporations, usually se- 
cured by collateral. This form of investment 
should be available strictly for the financing 
of temporary requirements. 

3. The long-term bonds and stocks of for- 
eign governments, states, municipalities and 
corporations. This is likely in the long run 
to be the most extensive form of foreign in- 
vestment. 

4. Direct purchases, by American individ- 
uals, syndicates or companies, of land, mines, 
ships and other pieces of tangible property in 
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foreign countries. This form is sometimes 
overlooked, though it is really of great im- 
portance. 

Assuming that the conditions prevailing 
throughout the world while the effects of the 
European war are still present are only tem- 
porary, and that normal money and security 
markets will again be gradually established, 
it is evident that if we possess large amounts 
of foreign securities we can use them to ward 
off excessive claims against us on the part of 
other countries. The gradual sale of such 
securities would act as a corrective to the de- 
mand for foreign exchange, and would pro- 
tect our gold reserves. 

Again, on general principles there is a real 
advantage in distributing our investments 
over as wide a field as possible, on the the- 
ory that "it is not wise to put too many eggs 
in one basket.^' It has usually been found 
that when a crisis overtakes a certain coun- 
try, though the shock may be felt outside of 
that country, it does not affect all the secu- 
rity markets to the same extent. Therefore, 
the investor who holds diversified securities 
in times of crises at home is able to realize 
on his foreign securities without making 
heavy sacrifices; even if he is not compelled 
to realize, he may find it profitable to do so 
and to reinvest at the lower level of prices 
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which usually exists at home under such con- , 

ditions. \ 

As regards foreign trade, the advantages :\ 

are much greater. In the first place, if we 
want to export our manufactured goods to 

other countries, we must use 

these countries develop their 
resources. If we can act as banker to them 
in this manner, our trade will be in a 
privileged position in those countries. The 
governments will recognize that we are en- 
titled to some extra consideration in return 
for the assistance we are giving. In many 
cases it will be possible to stipulate that the 
materials for constructive works of various 
sorts shall be obtained from this country, and 
other advantages may be secured. 

Suppose, for example, that a railway is to 
be built. From our experiences at home, we 
know that railway construction usually opens 
up and develops the surrounding country. 
OBy building such a railway, we may riot only 
keep our factories busy constructing locomo- 
tives, cars, tracks and machinery, but we may 
also open up a new field where salesmen will 
be able to proceed later to sell their goods in 
increasing volume. 

There are innumerable instances in which 
capital invested abroad has stimulated trade 
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and industry in this manner. It is not cor- 
rect to say that equal benefits would be se- 
cured by investing surplus money in the de- 
velopment of certain territories within the 
United States; only by creating for our prod- 
ucts the widest possible market can we attain 
the greatest possible stability for our manu- 
facturing interests. 

Again, in the case of products of a sea- 
sonal nature, a manufacturer is frequently 
able to maintain his production all the year 
round only by catering to foreign markets. 
Especially in view of our vastly increasing 
manufacturing capacity is this point of im- 
portance. It should be borne in mind that 
in order to benefit by foreign markets, it is 
not possible to wait until the pinch of neces- 
sity comes and then dump products in those 
markets. Such a policy is harmful and will 
not obtain for our factories that regular 
stream of orders which the intelligent appli- 
cation of our capital strength can procure 
for them. 

It is evident that in order to gain the de- 
sirable end of becoming a na- 
tion of investors in foreign j^^^<^^ Offers of 

lands, two factors are requi- 
site: First, the United States investors and 
investing institutions must be educated to 
appreciate the merits of foreign securities; 
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second, foreign securities must be obtainable 
on terms more attractive than those ruling 
for domestic securities. The investor, as a 
rule, is not guided by sentiment, but places 
his money where this can be done with the 
smallest risk and the greatest financial benefit. 

It should be borne in mind that every in- 
vestment yield is composed of two elements, 
a certain percentage representing interest and 
the balance representing premium for risk. 
The interest value, so far as the investor is 
concerned, is at a given time constant for 
all investments, because it is regulated by the 
value of money in his own country. It is 
manifest, therefore, that in reality only the 
premium for risk varies. Just now we are 
passing through a period when prime for- 
eign securities may be had on a much more 
attractive basis than prevails within our own 
boundaries. 

If the United States investor had the same 
confidence in these foreign securities that he 
would have in the obligations of domestic 
governmental and private bodies, there would 
be little or no difference in the respective 
yields. But owing to his general inexperi- 
ence with foreign investments, the American 
investor is not as yet much interested; nor 
can he be easily convinced that these securi- 
ties arc as safe as his own. The process of 
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education is an extremely difficult one be- 
cause the European war has had the effect of 
grouping some investors on one side, some on 
the other, while a third group is opposed on 
principle to placing its money in loans or 
ventures that will directly or indirectly bene- 
fit belligerents. However, as stated before, 
the question of investment is, after all, a busi- 
ness proposition. If the possibilities of for- 
eign investment are such as to make it really 
attractive, interest will gradually become 
more general. 

A striking proof and example thereof is 
the demand that has recently arisen for 
French, German, Italian and more particu- 
larly Russian government internal securities. 
This movement has been stimulated, not so 
much by the fact that these governments, 
which used to issue their loans on a 3^ to 
4 per cent, basis, are now paying 5 to 5J^ 
per cent., but rather by the fact that addi- 
tional benefits that may accrue to the Ameri- 
can investor through the present depreciated 
rates of exchange. 

Take, for instance, an investment in the 

5J^ per cent. Russian internal loan 

bonds of 1916, due 1926. These ^^i'^'' ??^ 
, t If • Tfe • an Example 

bonds are now sellmg in Russia 

at 96, and in the following calculation are 

assumed to rise within two years to 102* A 
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decided recovery in exchange rates is also 
assumed. 

Purchase 

Rbs. 10,000 at 96% Rbs. 9,600 

Exchange at 31^^ $3,024.00 

Insurance, 1% 30.24 

G)mmission, i% 7.56 

$3,061.80 
Interest on capital for two 
years at s% / . . . 306.18 

$3,367.98 
Sale 

Rbs. 10,000 at 102% Rbs. 10,200 

Exchange at 45^ (51} 

being normal) $4,390.00 

Interest for two years at 

5i% 49S.OO 

$5,085-00 
Deduct amount of invest- 
ment 3,367.98 

Profit (over 50% on in- 
vestment) $1,717.02 

ft 

Whether the assumed recovery in invest- 
ment levels and exchange rates takes place in 
its entirety or not, the investor evidently 
thinks that the bad chances have been sufH- 
ciently discounted. 

This is a situation that naturally attracts a 
certain class of investment. It lies within the 
power of those interested to find or create 
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other securities that are acceptable to the 

American investor. 

As regards the various classes of long-term 

investment securities, these may be grouped 

into the following: 

Classes of Long'term 

1. Foreign govern- Investments Abroad 

ment, provincial and 
municipal bonds which are the direct 
obligation of the contracting parties, 
in some instances backed by special 
guarantees in the form of import or 
export duties, taxes and monopolies. 

2. Railroad securities, which again 
may be subdivided into various classes 
of bonded indebtedness, preferred 
stock and common stock. 

3. Industrial and public service se- 
curities, subdivided similarly to those 
of the railroads. 

4. Real estate investments and real 
estate mortgages, which are similar to 
that class of security within the United 
States, but are, of course, dependent 
as regards their security on the laws of 
each country. 

At the present time there are certain rea- 
sons for the existence of a false relationship 
between the yields of some of our own high- 
grade investments and those of other coun- 
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tries. Apart from the element of risk, there 
remains the fact that our laws impose arbi- 
trary requirements as to investment in spe- 
cific securities on practically all our big in- 
vesting corporations, especially savings banks 
and insurance companies. Our laws do not yet 
permit such corporations to invest as freely 
in such securities as the investment experts 
employed by them may deem advantageous. 
For this reason the free exchange of Ameri- 
can investments with low yield, into for- 
eign investments with high yield, is not tak- 
ing place to the extent that might be 
expected. Eventually, however, there must 
come an adjustment, as a result of which 
the yield of securities generally will vary 
in direct proportion to the percentage the 
investor considers should be reserved for 
risk. 

Although America is on the verge of be- 
coming a creditor nation, it has not yet ac- 
cumulated the vested national wealth that 
exists in the older countries. The greatest 
producer of national wealth is thrift, a qual- 
ity that is far from general in the United 
States. It was through the investment of 
their annual savings that such countries as 
France, Belgium, Holland, Germany and 
England were able to absorb the huge 
amounts of foreign securities which they held 
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at the outbreak of the European War. Fol- 
lowing the war, their loans to foreign coun- 
tries will necessarily be confined to a mini- 
mum. The first thing demanding their 
attention is the consolidation of their own in- 
debtedness, and the restoration of their do- 
mestic business. If the people of the United 
States should adopt the habit of saving, they 
would be able, under the present conditions, 
to become the banker or the financier for 
many of the newer countries, and possibly 
temporarily for some of the European na- 
tions. 

It is difiicult to say along what lines our 
investment policy abroad will develop. On 
account of the very large deposits in our 
banking institutions — caused 
in part by the desire of in- ^^^*2?'f/'^ 

J. .J - J ^. ana Fields of 

dividuals and corporations ^^^^^^ investments 

to carry large cash balances, 
but to a still greater extent by the fact that 
we are just now holding as deposits the cash 
working balance of the world — ^there is lit- 
tle difficulty in placing short-term securities 
with banking institutions as an investment f6r 
their deposits. Before the United States can 
call itself an important factor in the market 
for international securities, however, the in- 
dividual investor must come to know these 
securities and must not discriminate against 
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them. This is, of course, a situation which 
time alone can bring about. 

In every investing country we find a more 
or less distinct investment policy, in the same 
manner that we find a distinct trade policy. 
The table of "Foreign Investment, Trade 
and Fiscal Statistics," on the opposite 
page, gives a general notion of the status of 
the leading commercial countries of the 
world before the outbreak of the European 
War. 

Great Britain offers a free market for se- 
curities of the most varied types. High- 
grade government bonds, municipals, rail- 
road and public utility bonds 
Great Britain as a ^^^ gj^^j^g plantation, explora- 
Securtttes Market . . . j j i 

tion, mmmg and development 
propositions, all find room in the London 
Stock Exchange and are eventually absorbed 
by the British public. Before the European 
War there was no need of government con- 
sent; there were no prohibitive stamp duties; 
the only impediment was that they were all 
subject to the British income tax, and this 
did not matter much so long as Great Brit- 
ain remained the premier creditor nation. 
The bimonthly settlement was — especially for 
speculative purposes — an additional attrac- 
tion. 
In England it has long been comparatively 
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easy to obtain capital for development 
schemes which, however promising in the 
long runi could not become productive for 
many years. This was not only due to the 
enterprise of the British investor, but must 
be attributed in large part to the fact that in 
Great Britain the division of wealth has not 
proceeded to the same extent as in other Eu- 
ropean countries. Numerous families, espe- 
cially of the aristocracy, have large incomes 
and can well afford to invest a liberal pro- 
portion in ventures where immediate yield is 
a secondary consideration* 

In France the situation is entirely different. 
The enormous wealth of that country is pri- 
marily due to its wonderful fertility and to 

the historic thrift of its peo- 
Qmsorship of j^ Contrary to the British, 

Securities tn France f* -r. u i i-^^i l l 

the French know little of for- 
eign countries and the merits of investments 
therein. Consequently, the government en- 
deavors to protect the French investment 
markets by an unofHcial censorship of securi- 
ties introduced in France, and wherever pos- 
sible has sought political and commercial 
compensation in return for the "open door" 
of the French markets. 

However sound this doctrine may appear, 
in practise it does not always work well. As 
regards government bonds no great harm has 
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been done, but strong and conservative bor- 
rowers have shrunk from paying the heavy 
burden imposed by the Paris bourse, whereas 
unsound concerns, to which the payment of 
a heavy tax was no consideration, found there 
a fertile field for selling their bonds and 
shares. To this state of affairs must be at- 
tributed the fact that so many unsound se- 
curities (many of our own included) have 
found a resting-place in France. 

In Germany the stock-exchange laws have 
militated against the development of interna- 
tional security markets. But in view of the 
close cooperation of the banks 
and the government in opera- Restrictive Laws 

tions mvolvmg national and po- 
litical interests it was usually possible to place 
considerable amounts of securities within the 
Empire in every case where the transaction 
received the tacit corfsent of the men at the 
helm. 

The markets of Holland and Belgium be- 
fore the war were entirely free, even more so 
than the British, but were necessarily re- 
stricted by the smallness of these 

countries and their smaller liquid ^^f^^^^ 

as Investors 
resources. 

As regards the United States, we cannot 

expect to become immediately a world-wide 

investing people. It would seem reasonable 
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to assume that development in that direction 
must come slowly along natural lines. 

First, the public will be attracted by such 
securities as offer exceptional investment 
yields. 

Second, such operations as are beneficial to 
our foreign trade will be encouraged and 
financed by those interested. 

Third, as a result of our increased trade 
and interest in foreign business affairs, the 
excessive caution of the investors of the 
United States toward securities of foreign 
lands will gradually decrease. This is, how- 
ever, essentially a slow process. 

The trend will probably be toward the ab- 
sorption of foreign government and railroad 
bonds that are adequately secured, next the 
bonds and stocks of railroads and public 
utilities constructed by Americans with 
American materials, and finally toward the 
more speculative field, including mining, ir- 
rigation and oil propositions. In all matters 
of this sort the public will do well to be 
guided by the experience of European inves- 
tors and to be led in their choice by the 
conservative banking interests which have the 
benefit of international connections. 
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SUGGESTIONS AS TO FURTHER READING 

From among the great number of books 
dealing more or less directly with the subject- 
matter of this Unit, the following have been 
chosen as likely to prove especially helpful: 

C. A. Conant — Principles of Banking. 

Franklin Escher — Principles of Modern Ex- 

change. 
A. K. Fiske — The Modern Bank. 

0. J. Goshen — The Theory of the Foreign 

Exchanges. 
Ottomar Haupt — Arbitrages et Parites. 

Anthony W. Margraff — International Ex* 
changes. 

H. B. Morse — The Trade and Administra- 
tion of the Chinese Empire. 

L. Rothschild — Taschenbuch fiir Kaufleute. 

Otto Swoboda — Die Arbitrage in Wertpa- 
pieren, Wechseln, Miinzen und Edel- 
metallen. 

William Tate — Tate^s Modern Cambist: A 
Manual of Foreign Exchanges. 

Rene Thery — Rapports des Changes Avaries 
et des Reglements Exterieurs. 

Dr. G. Vissering — Chinese Currency Reform. 
Horace White — Money and Banking. 
Julius Wolf — Das Internationale Zahlungs- 
avesen. 
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QUIZ QUESTIONS 

Part I 

I 

1. What three reasons make it essential to grant 
credit in foreign trade? 

2. Compare in general the credit policies of the 
United States, Great Britain and Germany. 

3. What are the three main reasons why the Ameri- 
can exporter has not been ready to grant credit to his 
foreign customers? 

4. What is the best way to obtain credit informa- 
tion about foreign customers? What facilities are avail- 
able in the United States for securing such information? 

5. Mention seven items of a credit report that should 
be. taken into consideration in judging a credit risk. 

6. What is the distinction between "time" and 
"credit" in connection with overseas remittances? 

II 

7. What are the three methods of financing export 
shipments ? 

8. What is the objection to open credit financing 
and to what class of exporters is this method confined? 

9. What sort of a draft will be drawn if the terms 
of sale are cash at destination ; if credit is to be extended ; 
if the exporter has complete confidence in the foreign 
importer? 

10. What IS the difference between drafts with docu- 
ments deliverable against payment and with documents 
deliverable against acceptance? 

11. What is meant by a "clean bill"; the sale of a 
draft "without recourse"? 

12. How can the exporter receive the proceeds of his 
draft? How much of the face value can he obtain? 
What is the charge if he presents it for collection? 

13. Name and define the four ways in which the 
foreign importer may provide cash payment for the 
exporter. 



FINANCING 171 



14. What are the several steps in the establishing and 
the use of an acceptance credit? Give examples illustrat- 
ing the various forms of acceptance credits. 

Ill 

15. What three banking mediums are at the disposal 
of the exporter in financing his shipments? What are 
the advantages of dealing through domestic banks? 

16. What documents accompany the draft? 

17. In what way does the manner in which the ship- 
ment is consigned affect the payment of the draft? 

18* Mention the precautions that should be taken in 
delivering and forwarding drafts. 

19. Summarize the instructions that should be given 
the banker regarding collection and exchange charges; 
protest; delivery of documents; authority to act. 

IV 

20. Give an example illustrating how the American 
exporter was formerly dependent on London in financing 
his shipments. 

21. How has the Federal Reserve Act tended to 
remedy the situation? 

22. Contrast the facilities for discounting bills of 
exchange in the United States and in Europe. 

23. What are the powers of the Federal Reserve 
Banks for discounting bankers' acceptances? 

24. What banks are permitted by the Federal Reserve 
Act to establish branches abroad ? In what specific ways 
are they of assistance in promoting our foreign trade? 



Part II 

I 

1. Explain the two fundamental ideas of British 
foreign trade. 

2. What arc the six divisions of the British bank- 
ing system? 

3. To what extent have the joint stock banks par- 
ticipated in foreign trade financing? Give reasons. 
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4* Why is it easier for the British exporter to sell 
his draft without recourse to his bank than it is for the 
American exporter to do the same with his bank? 

5. What American banks had branches in London 
prior to the European War? 

II 

6. How does the German banking system differ from 
the systems of Great Britain and France? 

7. What are the four German "Great Banks"? 
Give an example of the liberal facilities granted German 
exporters by these banks. 

8. What are the three methods by which French 
banks are prepared to finance exports? 

9. What has been an especially strong feature of 
the Belgian banking system? 

10. Name the three principal Dutch Colonial Banks. 
How many branches has each in the colonies? 

Ill 

11. What, in general, are the financial conditions in 
the world's three great markets for manufactured goods? 

12. State briefly the banking conditions in Argentina, 
Uruguay, Brazil, Chile and Peru. What are the five 
undeveloped republics of South America and what is 
their financial status? 

13. Name some of the functions of a South American 
banker, as mentioned in the report by Mr. W. H. Lough. 

14. What is a compradore and why is he an essential 
to Chinese banking? 

15. Why must the American exporter be prepared to 
extend long credits in Russian trade? 

IV 

16. What are the two requisites of a bank that is to 
handle an exporter's shipments? 

17. What are the three obstacles to establishing 
branch banks abroad? 

18. What are the four advantages of branch banks? 

19. Mention the four functions of a bank's trade pro- 
motion department. 
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V 

20. What are the five monetary standards? 

21. Define "gold points." What have gold points to 
do with the origin of foreign exchange? 

2a* What IS "arbitrage" ? What is a "finance bill" ? 

23. Explain how finance bills obviate the shipment of 
gold, and give a specific example of this operation. 

VI 

24. Give an example of a legitimate operation in ex- 
change speculation on the part of the American merchant. 

25. What five classes of intercourse between nations 
affect the foreign exchange rates? 

26. Mention three conditions under which exchange 
in New York on London would be high. 

27. Give an example of a cable transfer. 

28. How is exchange quoted in New York for : Great 
Britain, Germany, France, Russia, Argentina, Brazil? 

VII 

29. What are the four forms of foreign investments? 

30. Of what two elements is every investment yield 
composed ? 

31. Name the four classes of long-term investments 
abroad. 

32. What are the dominant characteristics of the in- 
vestment markets of Great Britain, Germany and France ? 
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